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DAIRY ECONOMICS SYMPOSIUM 


On March 22-23, 1982, the U.S. Department of Agriculture sponsored ‘acsymposdum 
on the situation facing the dairy industry--milk supplies i ss of demand.——~~ 
This imbalance has led to substantial Government purchases of dairy products 

to support the price of milk. 


The purpose of the symposium was to provide the dairy industry with an opportunity 
to make input to the Department regarding alternative courses of action that 

might be taken to work out of the current excess supply situation. Representation 
at the symposium was widely-based, including most general farm organizations, 
dairy marketing cooperatives from the major producing areas of the country, 

dairy processors, and dairy producers. Total attendance was 250, with 50 
presenting their views. 


Deputy Secretary Lyng and Assistant Secretary Lesher made clear to the industry 
that, although no decisions have been maae by the Administration regarding the 
handling of the current situation, something has to be done. Moreover, it was 
stressed that while near-term solutions are imperative, the Department's 

study of dairy programs mandated in the Agriculture and Food Act of 1981 

will provide a basis for longer-term decision-making. This study is scheduled 
for completion in early 1983. 


Current Dairy Situation 


A synoposis of the dairy situation was provided by Government and industry- 
analysts at the outset of the symposium. The consensus was that: 


o milk supplies are currently about 10 percent in excess 
of commercial sales and will remain near those levels 
next year at minimum prices specified in current 
legislation. 


o dairy product removals by the Commodity Credit Corporation 
under the Dairy Price Support Program have escalated: 


* CCC net removals amounted to 0.9 percent of milk produced 
in 1979, 10 percent in 1981. 


* CCC purchased 29 percent of total butter production in 1981 
(equal to 4. months of commercial use). 


* CCC purchased 21 percent of total cheese production in 198] 
(equal. to 10 weeks of commercial use). 


* CCC purchased 63 percent of nonfat dry milk production in 
1981 (equal to 2 years of commercial use). 


Soe 
the supply-demand imbalance was brought about by support of 
milk prices at levels which were and are high relative to prices 


of feed and cull cows. 


Disposition of CCC stocks 


Several alternatives were suggested for dealing with the current excessive CCC 
inventories of dairy products and to curp the recent rapid accumulation. Among 
the suggestions for disposition, the following were most frequently identified: 


Oo 


distribute more dairy products through the National School Lunch 
Program; 


distribute more surplus dairy products to the needy (e.g., current 
cheese distribution program); 


increase P.L. 480 shipments (especially if the charge to AID is 
reduced from the existing 19 cents per pound for nonfat dry milk); and 


increase military use (although resistance was noted--the Air Force 
Surgeon General opposes butter in place of margarine). 


establish a national dairy board that would be responsible for the 


disposition of accumulated stocks (losses in the sale of excess 
production would be assumed by dairy farmers); 


Alternative Support Programs 


Among the actions suggested were the following: 


fe) 


replace the current program with one that would make direct income 
payments to dairy farmers in times of low prices (as with current 
grain and cotton programs); 


achieve price support for Class 1 milk through market orders while 
eliminating the purchase of dairy products; 


Price Support Actions for Next Two Years 


There was general recognition that actions were needed to reduce incentives 
to produce milk in the next 2-3 years in order to redress the supply-demand 
imbalance. Proposals were of two general types: 


O 


reduce milk prices across the board to all dairy farmers by 
lowering support levels. 


establish a base-excess plan for each producer whereby he would 
receive prices reflecting the current support level for the 

share of the total supply which is sold commercially (now about 
90%) and an excess price at much lower levels for the remainder, 
The base would relate to some historical period (say the last 3 


=-3- 


years). Those who reduced production to this level would receive 
the current price. 


Other Proposals 


A number of proposals were directed at increasing either commercial sales 
or subsidized use of dairy products: 


ce) 


reinstate the Special Milk Program and School Lunch Program 
at previous levels, increasing use of milk in schools; 


increase promotional expenditures for dairy products through a 
national check-off on all milk producers; 


subsidize dairy exports; 


shift to multiple component pricing of milk (on basis of fat and 
nonfat solids content); 


establish higher minimum standards for fluid milk products, increasing 
the nonfat solids content; 


re-establish through subsidization a domestic casein industry. 


increase commercial exports (although some Government involvement 
may be required to arrange credit, etc.); 


increase domestic consumption through product development; 
lower class 1 price differentials to stimulate consumption and 
reduce the incentive to produce Grade A milk in excess of fluid 


product sales; 


adopt a cull cow program making payments to producers and protecting 
the domestic beef industry by reducing meat import quotas. 


Proceedings 


This Proceedings includes all of the statements at the Symposium which were 
submitted in written form at the meeting or thereafter. Several are from 
persons who were unable to present them in person at Kansas City. Most 
were reproduced from the copy supplied by the speaker. Secretary Block's 
speech in Seattle on March 3 is also included. It provides the call for 
the Symposium. 


U.S. Department of Agriculture 
Office of the Secretary 


I really appreciate having this opportunity to speak with you here today in Seattle. 
And thank you for that kind welcome. It reminds me of an observation made by President Reagan 
when he was speaking in Washington. He entered the room,..there was a great amount of 
applause, of course...and then he reminded the audience that all public speakers share one 
common thought: They hope they get as much applause after they've finished talking. 

There's a reason why I say that today. You see, nothing would make me happier than to 
stand up here and talk about what a tremendous job we're all doing in getting dairy production 
back into line with demands. In fact, nothing would make me happier than to see the day when 
there's a glass of wholesome milk in front of every person...at every table...and at every 
meal of the day. I'm certain the American public is learning more every day about the 
nutritional value of dairy products, and we have to maintain our educational efforts in that 
respect. I'm also certain that you, as responsible dairy producers, also share my vision of 
the day when we can put all of our problems behind us. 

But you also realize that we've got a lot of work to do before that day comes 
and...quite frankly...we aren't even headed in the right direction yet! 

That means we have some serious matters to talk about. In fact, let me take it a step 
past that -- we have some urgent matters to talk about today! 

So, let's use this opportunity right now to face the problem squarely ...examine some 
figures that are not too friendly...and then lay some groundwork for a cooperative effort to 
find a solution. 

So that none of you misunderstand the direction that I'm coming from, let me make it 
clear right now that I support the need for a dairy price support program...as long as it 
achieves what it was intended to do...and nothing more. It's imperative that we have some 
type of structure that guarantees consumers an adequate supply of dairy products at reasonable 


prices, while providing producers a fair return. 


Remarks prepared for delivery by Secretary of Agriculture John R. Block at the Western States 
Dairy Conference, in Seattle, Washington, March 3, 1982 
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A dairy program that would attain these goals has to be considered a friend...a friend 
to the consumer and a friend to the producer. But we all know what happened. The figures 
that are before us today are not friendly -- they are the enemy, and they have to be dealt 
with accordingly. 

I'm talking about a quarter of a million dollars! Not every month...or week...or day! 
The taxpayers of this country are giving the dairy industry a quarter of a million dollars 
every hour -- twenty-four hours a day. This is embarrassing...it's unacceptable —- ladies and 
gentlemen...it's intolerable! It cannot continue! 

I doubt very much whether the authors of this program could have ever invisioned what 
was going to happen. Could they ever have invisioned that by 1982 this country would be 
spending that kind of money...for what?...to build a storage of more than a billion and a half 
pounds of dairy products, growing so rapidly that we can't give it away fast enough. 

And that's what makes this whole situation so intolerable. I could face these costs 
with much more ease if I knew that something was being done about it...that things were moving 
in the right direction. But that's not the case. Even with the revisions that were made in 
the program within the past year -- production continues up...three percent from a year 
ago...demand is flat...and the taxpayer is forced to buy the difference. 

Right now our uncommitted inventory contains 290 million pounds of butter, 581 million 
pounds of cheese and 920 million pounds of non-fat dry milk. Our storage costs are running 
about $42.5 million per year at those current inventory levels...but let me remind you...those 
levels are growing. Even with the distribution of 100 million pounds to needy people around 
the country, we still expect our cheese surplus to grow 200 million pounds by September l, 
over what it was a year earlier. 

We also need to face the fact that the Western States must share their fair 
responsibility for this problem. Our figures show that the Western States have increased 
their share of the total CCC purchases of butter and non-fat dry milk over the past 10 years. 

California alone accounted for 24 percent of CCC butter purchases last year...and 26 
percent of the dry milk purchases. Four Western States — and I'm referring to California, 
Idaho, Oregon and Washington -- accounted for 31 percent of our total CCC butter purchases and 


38 percent of our non-fat dry milk purchases last year. These figures are up from 14 percent 


for each product compared to 10 years ago. 
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Between October 1 last year and Feb. 19 this year, our purchases of butter were up 6 
percent from the same period a year earlier. Cheese purchases increased 17 percent, and non- 
fat dry milk...45 percent. I know that feed is cheap now and cull-cow prices are weak...so we 
seem to have an incentive for increasing production. 

The philosophy is to make the money while we can, pay for those investments... then we 
can ease off and face the problems later. The trouble is that we are only adding to the 
problem...we're making it much bigger...and we may be approaching a day of reckoning that 
could be too much for us to handle. 

Now don't let that statement pass over too quickly. There are those in Washington who 
are not too sympathetic with the dairy industry. They would like to do away with the dairy 
program altogether, not realizing the consequences of such an action. Fortunately, they are 
small in number yet...but I am deeply concerned that their numbers will grow sharply when our 
continued inability to deal with the problem becomes widely known. 

As you know, the Administration fought hard for a reduction in support levels to deal 
with this problem. We fought for them because we knew they were in the best long-term 
interest of the dairy industry. In our minds, there was no question of our intent. 

We were successful in receiving some reductions. And by our estimates, we felt that we 
were turning the corner and would have the dairy industry headed in the right direction -- a 
direction in which it would eventually find stability in the market place rather than with 
government dollars. 

It didn't work out that way! Our estimates were wrong! And the estimates by Convegea 
and the dairy industry were even further off. We've already heard the figures. But let me 
tell you -- it is becoming increasingly difficult to defend the basic intent of this program 
when we are not moving within the industry itself to correct the situation. 

We're losing our grip! We have to face the cold, hard facts. We have to attack the 
problem from within! We have to discipline ourselves, because if we don't... 

Well -- let's talk about the solutions. Let's lay the groundwork for our attack... 
consider the options...and then move to take some positive action. 


Do we sell part of the inventory on export markets for what it will bring in a 


competitive situation -- about 20 to 50 percent of our purchase price? 


Do we expand our dairy gifts to the needy people of the world...including those 


in this country...and receive little or no reimbursement? 

Do we continue to store the surplus in hopes that our domestic commercial markets 
will absorb it in the near future? 

Do we consider changes in fluid milk standards in order to utilize more 
solids-nonfat ...similiar to the current practice in California. 

Unfortunately, the export market is a poor alternative...and for a very good 
reason. First, our prices are substantially above the world market price. Secondly, 
our administration has been working with great determination to reduce trade barriers, 
and to convince other nations that they should not subsidize their products sold on the 

world market. The distribution of dairy products to needy people is also a poor 
long-term alternative. Our recent move to expand this distribution in cooperation with 
State agencies and non-profit groups has been an effective method of distribution. But 
it is not effective in reducing our surpluses. 

As for waiting for the domestic market to absorb the surplus...it would not be 
facing the reality of the situation. 

The fact is...none of the above alternatives provide the overall solution for the 
real problem. The reality of the situation is that currently we have over one million 
too many cows — and there's only one way we're going to cure that problem. We're going 
to have to make a voluntary effort to cut back production. I'm not just talking about 
two, three or four percent. We've got 10 percent too much right now, and we need to 
start disciplining ourselves before someone else does it for us. 


Granted...we aren't going to come up with any solutions today. But I do want you 


to start thinking about it...and think about it seriously. 
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I am announcing today that I have directed my chief economist, Assistant Secretary Bill 
Lesher, to schedule a Dairy Economics Symposium later this month in a central location. His 
assignment is to obtain information, from a wide range of people, about how we can bring this 
program under control. No decisions will be made at the conference itself, but we're going to 
use the input we receive to make specific recommendations to Congress about what further 
changes should be made in the program. We'll be contacting your industry soon with more 
details on the meeting. 

I encourage you to join together and help us attack the problem...and help us show the 
doubters that this industry is willing to take matters into its own hands. 

We're going to do it, because that's the way agriculture is. We've all learned a harsh 
lesson from history that the solution is not to sit back and hope that the government -~ 
already too big -- will lead us up that golden path to prosperity. We will not condemn 
ourselves to relive that kind of history. 

Certainly, it would be much easier for us to help ourselves in the dairy industry if 
the state of the general economy were in better shape. But if it were easy...then there 
wouldn't be a problem. 

President Redeanwis doing a lot of things now that agriculture has asked him to do for 
a long time. And what he's doing makes sense. It makes sense to cut taxes and let us invest 
more of our money...to reduce the strangle-hold of regulation...and to slice away at 
government spending. And if we have the patience to allow it to happen -- then his economic 
recovery will work. I have no doubt about that. 

But the dairy industry cannot afford to wait for this to happen. To do that, you 
would be working against the recovery...to the tune of a quarter-million dollars every hour. 
But if you take the initiative now...if you plan your attack and discipline yourselves to 
stick with it -- then you'll be part of the nation's recovery. 

We in agriculture have to chart our own destiny...and we have to fight to make it 
happen. 


Thank you. 
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DAIRY ECONOMICS SYMPOSIUM 
March 22-23, 1982 
Kansas City, Missouri 
Marriott Hotel 


Monday, March 22 
Supply and Demand Prospects 1982-83 Under 
Present Legislation 


Bill Lesher, Moderator 


9:00 a.m. Introduction and Purpose of the Meeting 
Richard Lyng, Deputy Secretary of Agriculture 


Supply and Demand Prospects 
Charles Shaw, Agricultural Stabilization and Conservation 
Service 


International Market 
Bryant Wadsworth, Foreign Agricultural Service 


Use in Domestic Food Programs 
John Bode, Deputy Assistant Secretary 
for Food and Consumer Services 


Government Purchases, Stocks, and Disposition 
Merritt Sprague, Agricultural Stabilization and Conservation 
Service 


Other Views of Supply and Demand Prospects 
Under Present Legislation 
John Mengel, National Milk Producers Federation 
Linwood Tipton, Milk Industry Foundation 
Ivan Strickler, President, Mid-America Dairymen 
Rodney Carlson, Land 0O' Lakes 


General Discussion 
Alternative Policies to Deal With the Situation 


Reactors Panel: Judson Mason, National Milk Producers Federation 
Herbert Forest, Agricultural Marketing Service 
Andrew Novakovic, Cornell University 
Bryant Wadsworth, Foreign Agricultural Service 
Linwood Tipton, Milk Industry Foundation & International 
Association of Ice Cream Manufacturers 
John Bode, Deputy Assistant Secretary 


2:15 p.m. Purpose of Session 
William Lesher, Assistant Secretary for Economics 


An Overview of Alternative Policies 
Andrew Novakovic, Cornell University 


8:00 p.m. 


8:00 a.m. 
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Other Proposals and Panel Reaction 
Bob Cropp, Wisconsin State University, Platteville 
Bob Anderson, National Cheese Institute and American Butter 
Institute 
F.B. Daniel, National Farmers Union 
Stewart G. Huber, President, Farmers Union Milk Marketing Cooperative 
Paul E. Hand, Interstate Milk Producers Association 
Linwood Tipton, MIF-IAICM 
LaVerne Ausman, Secretary of Agriculture, Wisconsin 
Charlie McGinnis, National Dairy Herd Improvement Association 
Albert Scott, National Farmers Organization 


The Federation Proposal 
Pat Healey, National Milk Producers Federation 


Another View 
Bill Knox, Hoard's Dairyman 


Panel Reaction 
Discussion 


Tuesday, March 23 


Other Proposals 
Irvin Elkins, President, Associated Milk Producers, Inc. 
Jim Tillison, Executive Director, Wisconsin Cheesemakers Assn, 
Bill Blakeslee, Vice President-Economics, Mid-America Dairymen 
Warren S. Clark, Jr., Executive Director, American Dry Milk 
Institute and Whey Products Institute 
Jay Goold, League of California Milk Producers 
Don Randall, National Independent Dairy-Food Association 
Hollis Hatfield, American Farm Bureau Federation 
James Grubele, Dairyman's Cooperative Creamery Assn. 
J.G. Walker, Sulphur Springs, Texas 
Andy VanderMeulen, Gen. Mgr., Dairy Marketing Services 
Truman Graf, University of Wisconsin 
Joseph Westwater, Dairymen, Inc. 
Jim Neu, Neu Cheese Co. 
Pete Hardin, Editor and Publisher, The Milkweed 
Erwin Bruder, Bruder Dairy Products 
Chip Goodman, Affiliated Food Processors, Inc. 
Clint Warby, Utah Dairy Commission 
Daniel Shaughnessy, Pres., Western Great Lakes Maritime Assn. 
Roy Brog, Pres. & Gen. Mgr., Dairy Monitoring of America 
Ray Gambonini, Consolidated Milk Producers of Calif. 
Henry Polinder, United Dairymen's Association, Seatlle, Wash. 


Good morning! Welcome to this dairy program economic 
Symposium. I must say that I am pleased and somewhat astonished at 
the large attendance at this meeting. As I look out over the people 
assembled here I guess my reaction is similar to that of General 
George Custer, just before the Battle of the Little Big Horn when he 
gazed at the Sioux and said, “Good gracious, aren't there a lot of 


them.” 


Your numbers are large, but even more important, you are truly 
the cream of the crop. Here in this room are the top leaders of the 
U.S. dairy industry, gathered together to address a problem, a problem 


which demands a solution. 


The purpose of this dairy economic symposium was delivered by 
Secretary Block in his talk to the Western Dairy Conference in Seattle 
on March 3. He asked Assistant Secretary Bill Lesher, the 
Department's Chief Economist, to convene this session to obtain 
information from a wide range of people about how we can bring the 
dairy price support program under control. No decisions will be made 
at this meeting, but the Department will use the input received here 
to make needed decisions and to make specific recommendations to 


Congress for further changes in the dairy price support program. 


The Department stands four-square behind the basic idea of the 
dairy support program. As the Secretary said in Seattle, “I am in 
full support of the dairy price program...as long as it achieves what 


it was intended to achieve... and nothing more. It's imperative that 


Heeennccn nema EeEn neem eerste aaa amas aaameaaaeaaeeaace eee 
Remarks presented by Deputy Secretary of Agriculture, Richard Lyng, at 


the Dairy Economi¢gs Symposium in Kansas City, Missouri, March 22, 1982 
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we have some type of structure that guarantees consumers an adequate 
supply of dairy products at reasonable prices, and provides the 
producer a safety net protection in times of low economic activity. A 
dairy program that would attain these goals has to be considered a 
friend...a friend to the consumer and a friend to the producer. But 
we all know what happened. The figures that are before us today are 
not friendly... They are the enemy, and they have to be dealt with 


accordingly.” 


You will be reviewing the situation in detai2 today and 
tomorrow, but let me summarize briefly how it looks to me. This year 
we are on the way to spending over $2 billion of Government funds to 


build a stock of more than 1.5 billion pounds of dairy products. 


Even with the revisions that were made in the program within 
the past year, production is up 3 percent, per capita demand is flat, 
and the taxpayer is buying the difference. Right now, our uncommitted 
inventory contains 270 million pounds of butter, 581 million pounds of 


cheese, and 920 million pounds of nonfat dry milk. 


The Reagan Administration fought hard to prevent an increase 
in 1982 support levels in the 1981 Farm Bill. In spite of strong 
arguments to the contrary we believed our position to be in the best 
interests of the dairy industry. We were successful in holding the 
line. At that time, we felt that we had turned the corner and that by 


now the dairy industry would be heading in the right direction--a 


3 
direction in which it would bring production more in line with 


demand. 


It didn't work out that way. We miscalculated. Production is 
still going up, demand is still flat, the Government is buying 
increasing quantities of dairy products. There are lots of reasons 
for this. But much of this is history which should be left to dairy 
historians. Our task today is to look ahead, not spend our time on 


past errors. 


So what can be done? At U.S.D.A. we have not made up our 
minds. Our purpose at this symposium is to see if we can come up with 
some new ideas. It may be that the time has come to make some very 
basic changes in dairy policy, Let's keep our minds open as creative 


proposals are presented. 


Outlets are not there to give away enough dairy products at 
home or abroad. The commercial market is not going to expand enough 
to dispose of the surplus. The adjustment must, somehow, come in 
production. This means that we must milk fewer cows. We have at 
least 10 percent too many cows right now and the total number of milk 


cows continues to grow! 


The program for this meeting is essentially organized into two 
parts. Various experts first will discuss the supply and demand 
prospects for dairy and the CCC purchases and disposition. This will 


serve as a basis to begin a discussion of alternative policies to deal 
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with the current situation. A panel will react to the alternatives 
presented at various times, in hopes of surfacing the strong and weak 
points of each proposal. We have planned a program to provide ample 
time for everyone to make his or her input--at times, however, we may 
have to limit discussion to make sure everyone has a turn. We have 
planned that Tuesday afternoon will be an open time for anyone to make 
comments and suggestions. Please plan on staying for this important 


session. 


Thank you for taking the time to help us. As I look at this 
room full of dairy experts I am optimistic that an effective solution 


to our problem will be found. 


### 


DAIRY SITUATION AND OUTLOOK 
BY 
Charles N. Shaw 


I appreciate the opportunity to participate in your program today. I 
was asked to summarize the supply and demand prospects -- given the current 


legislation. 


I will approach the subject by discussing this recently enacted legislation 
and some of the factors which will be important in determining the price support 
level under this legislation. Primarily, I will discuss the current situation 
in the dairy industry as a basis for determining where we are and what we 


might expect. in the next 12 to 18 months. 


A year of uncertainty for the dairy industry characterized 1981. This 
followed three years when support prices were at 80 percent of parity with. 
semi-annual adjustments -- as mandated in the Food and Agriculture Act of 
1977. Recall that early last year the Administration requested, and Congress 
approved, legislation to forego the April 1, 1981 (semi-annual) adjustment in 
Support prices. Thus, the support price was held at $13.10 per cwt. for 
milk at the annual average milkfat content of 3.67 ($12.80 at 3.5 percent fat). 


Because the 1977 Act expired on September 30, 1981, the support level was 
raised (as required) to 75 percent of parity on October 1. Subsequent special 
legislation “rolled back" that increase to the pre-October 1 level of $13.10 


on October 21. 


For presentation at the Dairy Economics Symposium, Kansas City, Missouri, 
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During the last half of 1981, formulation of the new farm bill was underway 
on Capitol Hill. Finally, after much deliberation, the Agriculture and Food 
Act of 1981 was enacted in December. This legislation continues the current 
minimum support price at $13.10 through the 1981/82 marketing year ending 
September 30, 1982. 


Additional provisions of the Act include: 


1. The minimum support price shall be $13.25 per cwt. 
in FY-83, $14.00 in FY-84, and $14.60 in FY-85. 


2. If, at the beginning of any fiscal year the Secretary 

estimates that the net cost of Government dairy price 

Support purchases will be less than $1 billion during. 

the fiscal year, the p e price” “snalT be s supported atl not less 
than 70 percent of parity. | 





3. If the Secretary estimates that net Government dairy 
price support purchases will be less than 4.0 billion 
pounds (milk equivalent) in FY-83, 3.5 billion pounds 
in FY-84, and 2.69 billion pounds in FY-85, the price 
shall be supported at not less than 75 percent of 
parity as of the beginning of the relevant fiscal year. 


Now I'll discuss.the outlook for the remainder of this marketing year and. 


the next marketing year. 


Feed Prices Down, Will be Below a Year Earlier 


The decline in feed ingredient prices last summer was reflected in lower 
dairy feed prices. The price of 16 percent protein dairy ration was $180 
per ton during February, down $21 from a year eartier and $18 below May. This 
decline, coupled with a fairly stable farm milk price, has led to improvement 
in the milk-feed price ratio. This ratio, at 1.54 in February, was up from 


1.40 a year earlier and up from 1.35 in May. 


With the record crops recently harvested, feed prices likely will trail 


year-earlier levels at least through the first three-quarters of this marketing 
--and possibly 
year/through the anette year. This, coupled with slightly lower farm milk 


prices, will leave the milk-feed ratio throughout the first three-quarters of 
this marketing year well above the year-earlier levels. Feed prices during 

the next marketing year will depend, in part, on this years harvest, although 
prices are likely to strengthen from the 1981/82 levels. While it is difficult 
to precisely determine future milk-feed ratios, they are likely to remain. 


favorable. 


Milk Production Continues to Expand 


The expansion in milk production, which began in mid-1979, continued 
throughout the first 5 months of this marketing year. Production in October- 
February was 2.7 percent above a year earlier. Production for the current 
marketing year is estimated to total 135.5 billion pounds -- up nearly 3 
percent. This gain will result from about 1.2 percent more milk cows and a 


gain of slightly under 2 percent in milk production per cow. 


The continued increase in milk cow numbers relative to a year earlier 

has been possible because of the large number of replacement heifers available 
to enter the milking herd. In addition, lower cull cow prices throughout 

the year may have led to a reduced culling rate. Finally, relatively 
favorable income conditions for dairying, compared with other farm enterprises 
and off-farm employment opportunities, have likely contributed to the increase 
in cow numbers. January cow numbers stood at 11.015 million, the largest 

total since October 1976 and 145,000 more than a year earlier. Thus, we began 
calendar 1982 with a larger dairy herd than a year ago and with the expectation 


that cow numbers will exceed year-earlier levels during most of this year. 


Output per cow has continued to increase, even with relatively flat 
feeding rates. Many of the genetically improved heifers brought into the herd 


at the beginning of, and during, the expansion have reached their more productive 


lactations. Output per cow during October-February averaged 1.5 percent more 


than a year earlier. 


In 1982/83, I look for milk production to be about the same as in 1981/82 -- 
with small declines in cow numbers offsetting smal] gains in output per cow. 
Farm milk prices will show only small gains as surplus. conditions persist. 
Milk-feed price relationships will still be favorable, but gains in output per 
cow may slow as older cows are culled from the herd and are replaced by first- 
lactation heifers. However, as these heifers move to later lactations, gains 
in output per cow could again pick up. The culling rate will be dependent on 
development of next year's feed crop, pasture and forage conditions, cull cow 
prices, and the financial condition of individual farmers. Returns over 
concentrate costs likely will improve over this year, but in real terms 
(adjusted for inflation) they will decline. An improving general economy may 


provide more attractive off-farm alternatives for some dairy farmers. 


Under the conditions described above, total milk production in 1982/83 


may be unchanged from this year. 


Smal] Price Increases Likely in 1982 


During 1981, manufacturing grade milk prices failed to reach the $13.10 
Support price (at 3.67 percent fat; $12.80 at 3.5 percent fat) established on 
October 1, 1980. After adjusting for fat content, manufacturing grade milk 
prices averaged about 35 cents under the $13.10 support level. This shortfall 
from support can be attributed to reduced competition among manufacturers because 
of the excess supplies of milk and weak demand for dairy products that 
continued in 1981. The oversupply situation has been reflected in the price 
received by farmers for.all milk. In December, the all-milk price was $14.00 
per 100 pounds, below a year earlier, compared with 8 to 10 percent gains early 


last year. The 60-cent seasonal price increase from June to December compares 


with a $1.60 increase during the comparable period in 1980. 


The all-milk price is expected to average about $13.75 for all of 1981/82, 
about unchanged from 1980/81. First-half prices will likely average below a 
year earlier as excess supplies persist. If production gains slow during the 
second half and the general economy improves, prices could move above year-earlier 
levels. 

With no increase in the support price last April and continued large 
supplies, wholesale prices of dairy products were relatively flat throughout 
1981. In December, the Bureau of Labor Statistics (BLS) index of wholesale 
dairy prices stood at 247.2 (1967 = 100), up 2 percent from a year earlier-- 
but up only 1 percent from both January and May. For the year, wholesale 
prices averaged about 6.5 percent above 1980. Wholesale prices likely will 
remain relatively stable through the first half of 1982, then increase later 


in the year if the economy improves, and production slows. 


Retail price gains, relative to year-earlier levels, slowed throughout 
1981. During December, the BLS index of retail dairy prices stood at 245.5 
(1967 = 100), up 3.2 percent from a year ago, but up only 2 percent from the 
first of the year. For the year, retail prices averaged about 7.1 percent 
above 1980. In 1982, retail dairy prices are expected to rise again, but 
the rate of gain is expected to remain slow and average only around 2 to 4 
percent higher than in 1981. Farm-to-retail marketing costs will contribute 
tothe increase and the retail price pattern during the year will likely 


follow farm and wholesale price movements. 


Commercial Use 

Commercial disappearance of all milk and dairy products during calendar 
1981 was up 1.0 percent from. 1980 levels--on a. milk equivalent.basis. Increased 
sales of cheese, and unchanged butter sales outweighed lower sales of fluid 


milk. 


Fluid use of milk in 1980 was down 1.9 billion pounds from 10 years earlier. 
Fluid use accounted for about 40 percent of the total market supply in 1980, 
compared with about 46 percent in 1970. In 1981, sales of fluid milk products 
were down less than 1 percent from year-earlier levels, as increased sales of 


low-fat products failed to offset continued declines in whole milk sales. 


Commercial use of all milk and dairy products is expected to increase 
at a faster rate in 1981/82 than in the previous year. With no change in the 
support price level and with the surplus production, increases in retail dairy 
product prices are expected to be very modest. This is expected to make dairy 
products a more favorable alternative for consumers and thus result in a1 1/2 
to 2 percent rise in commercial use. Commercial use was up only about 1.1 
percent in the October-December quarter, so this forecast does assume more 
strength in the demand for dairy products in coming months. This strength 
would result from relatively favorable retail prices, and an improving general 


economy and consumer income picture. 


Commercial use 1s forecast to continue to rise in 1982/83 as retail 
dairy prices again show modest increases, and population increases. The 


expected rise in commercial use 1s again projected to be 1 1/2 to 2 percent. 


Commercial Stocks 
Commercial stocks of dairy products last summer dropped below year-earlier 

levels, and remained below for the rest of the year. Industry holdings of 
milkfat were down 7 percent from 1980 on December 1, while stocks of solids- 
not-fat were about 6 percent less. The decline in stock levels held by the 
industry occurred as the industry moved large quantities to CCC last summer, 
because of heavy production,- sluggish sales, and high stordge costs. With 

no increase in the support price expected on October 1, the industry did not 


have much incentive to hold stocks. Accordingly, commercial butter stocks 


on September 30, 1981, were down a fourth from a year earlier and were the 
lowest on that date since 1978. Industry stocks of American cheese on that 


date were the lowest since 1975, and were 13 percent below a year earlier. 


Industry holdings of dairy products have likely remained relatively 
tight through early 1982. If interest rates decline and sales strengthen, 
commercial stock levels would likely be rebuilt during the flush milk 
production period this spring. Conversely, if interest rates increase and 


the economy remains sluggish, commercial stock levels might not be rebuilt. 
Summa r 


When one looks at these levels of production and consumption it is 
obvious that large quantities remain to be purchased by the CCC. Later 


speakers will address this issue. 
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Milk production, utilization, and CCC removals 





: Unit : 1979-80 
Support level : Dol./ewt. :11.49/12. 36 13.10 13.10 13.25 
Percent of parity : Pet. : 80 adj. 80 72.9 67.4 
Milk production tabi dech Demme 127.3 UR DAY 13555 135 «5 
Farm use FRR SE 8 2.4 2.2 2.2 2.1 
Marketings CaeeO1L. LO eee 124.9 129.5 133.3 133.4 
Beginning commerical stocks wb ia elb eae 6.6 6.1 5.2 5.6 
Imports come Bi bie) b eave: {ei 2.3 2.4 2.4 
Commercial supply pi Oley 133.6 137.9 140.9 141.4 
Commercial use 2 Bile ib ou eato es 120.0 122.0 124.1 
Ending commercial stocks “or Bd eee DG es yal Bae 5.6 6.0 
Total utilization se Bil  elbs see 125.4 1ZSc2n 127.6 130.1 
CCC net removals SeeBLl LD es 8.2 12.7 13.3 11.3 
Butter oP Mid) be 233 356 390 340 
Cheese Sea Mids LD oes 336 §32 530 430 
Nonfat dry milk A bb Se 592 787 855 755 
Evaporated milk coe L iL eLO sees 15 20 15 by 
Estimated CCC purchase costs ; Mil. dol. ; 1,262 1,991 2,124 1,859 
Net outlays * “Milwidol..- 1,031 1,934 1,941 1,838 
Number of cows : Thous. : 10,786 10, 888 11,020 10,950 
Milk per cow : Lb. : 11,800 12,092 12, 300 12, 375 
Prices received by farmers; : : 
Manufacturing grade °® Doly/ewte: 11.75 12.72 12.75 12.85 
All milk sold to plants 2 s Dol v/ewt eo: 12.76 13.73 13.75 13.85 


Farm cash receipts 2 Mill) dol :s10.070 17,893 18,530 18,680 


Table 1--CCC Milk Support Program: Net Removals, Uncommitted Inventories, 








Purchase Costs and Net Outlays, 1978-79 Through 1982-83 
Item : Unit; 1978-79 : 1979-80 : 1980-81 fame 1982-83 
: : : 3 : Mar. 12, : Total 
CCC Net Removals (milk equiv.) ; Bil. Ib. ; yr 8.2 17.7 5.4 13.3 1.3 
Butter ee MOle Tbe ¢ 46 233 356 180 390 340 
Cheese > MO. lb. : 12 336 bev. 167 530 430 
Nonfat dry milk ey? eet. : 202 $92 787 355 855 785 
Evap milk Mite Ibs 9 7: 17 15 20 8 15 15 
Uncommitted inventory (Ending) 
Butter ; Mil. Ib. : 147 266 216 328 4us 675 
Cheese s Mil. 1b. : ome 196 554 584 818 1,106 
Nonfat dry milk >; Mil. Ib. : 44U8B 548 811 935 1,222 1,584 
CCC purchase costs » Mil. dol. : 247 1,262 1,991 846 2,124 1,859 
Net outlays see MAL 6). e7s 46 1,032 1,934 N.A. 1,941 1,838 
ry e 
Table 2—Butter: Supply and Utilization Under the Milk Support Program, 
1978-79 Through 1962-83 
Item : Unit : 1978-79 : 1979-80 : 1980-81 A tea ala 1982-83 
: e : : ‘ Feb. 28, 2 
° : 1982 
Uncommitted inventory (Beginning): Mil. 1b. : 204 147 266 216 216 4us 
Purchases (cortract basis) : Mil. lb. 3 60 236 356 156 390 340 
Total supplies : Mil. db. : 4 6 
Sales--unrestricted use Mil. lb. : 14 3 == one — were 
Sales--restricted use Mil. lb. : 1 1 V/ 1 =— 
Noncommercial export sales oe Milo 1b. — —_— 2/252 22 50 — 
Sales to Dept. of Defense ° Mil. 1b. ; aa 1 = al al Sea 
Temestic donations H : 
Schools and needy AB yell obey, : 93 100 ~08 43 100 100 
Bureau of Prisons : Mil. lb. : 1 1 1 1 1 1 
Jeterans Accuin. >: Mil. lb. : 1 z Vv l/ Vv 1 
Foreign donations : Mil. lb. ; — oe =< — == —- 
Total utilizations PeurMiy.elb. dekt 17 116 410 68 161 110 
Uncommitted inventory (Ending) 3/: Mil. lb. : 147 266 216 306 4s 675 
i/ wess A . 2 gotiated contracts wi veries extending into « 3/ 10 may not 
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Table 3—-Cheese and Nonfat Dry Milk: Supply and Utilization Under the Milk Support Program, 
1978-79 Through 1982-83 
(Million Pounds) 
: 1981-82 
Iten 1978-79 1979-80 : 1980-81 sor 1982-83 
: : Feb. 28»: Total ; 
: : : :__ 1982 : 


CHEESE 











Uncomaitted inventory (Beginning) : 3/ aid 196 554 554 818 
Purchases (contract basis) : 17 2/343 2/533 2/149 2/540 440 
Total supplies : 4 4 9094 : 

Utilizations : 
Sales—-unrestricted use : / 2 7 4 10 10 
Sales--restricted use : me == 1/ 1/ o> 
Noncommercial export sales : == — 3/1 18 23 = 
Sales to Dept. of Defense : me — = oe al — 
Domestic donations : 
Schools and needy : 41 145 164 104 240 140 
Bureau of Prisons : i/ / 1/ —_ —_ bere 
Dept. of Defense : —_ it Ey —_ 2 2 
Veterans Admin. : oa oes - — —- aoe 
Foreign donations : —- = a= a Goer: —— 
Uncommitted inventory (Ending) 4/ : i/ 196 554 585 828 1,106 
3 ; : 3 1981-82 
Item : 1978-79; 1979-80 ; 1980-81 : 2 : 1982-83 
: 3 : : Feb. 28,: Total : 
5 ; : : 1982 : : 
NONFAT DRY 20K : 

Uncommitted invent: (Be ) : 585 448 548 811 811 1,222 
Purchases (contract is : 202 592 787 318 855 755 
Total supplies : > hd 9 ’ : 

Utilizations : 
Sales—-unrestricted use : ee oe sleet comes —— aoe 
Sales—restricted use H 72 us 52 Pe 50 50 
Noncommercial export sales 9 3 122 3/183 49 128 80 
Saies to Dept. of Defense : 9 9 at" S 3 10 10 
Domestic donations : 
Schools and needy : 

As dairy croduct : 46 43 45 24 ul 3R 

Furnished for manufacture of : 

Mozzarella cheese : 34 9 = one oom eae 
Bureau of Prisons : 1/ Y/ 1/ 1/ — = 
Dept. of Defense 3 — — oan ae ps —— 
Veterans Admin. : —— eee — ao = -—_ 

Foreign donations c 

As dairy product : 135 173 183 57 180 180 

Furnished as an ingredient ; 

in corn-soya-milk : 34 uy 36 17 35 35 

Total utilizations ; 333 473 508 172 pevrary 393 
Uncomnitted inventory (Ending) 4/ ‘ S$/44u8 5/548 5/811 §/921 WY 1,584 


ee —————————————eee——eEEeE—————————E————————————————— 
1/ Less than 500,000 pounds. 2/ Includes Mozzarella cheese. 3/ Negotiated contracts with deliveries extending into 1982. 
/ Totals may not add due to rounding and inventory adjustments. 5/ Reflects contract adjustments. 


ASCS/CMO/Dairy/ 3-17-82 


U.S. DAIRY PROBLEMS IN AN INTERNATIONAL SETTING 
REMARKS FOR THE PUBLIC DAIRY SYMPOSIUM MARCH 22-23 
BY BRYANT H. WADSWORTH 
The Dairy, Livestock and Poultry Division of the Foreign Agricultural Service 
of USDA is responsible for both dairy import controls and basic analysis and 
policy guidance on world dairy supply and distribution, including trade. Our 
division was deeply involved in the butter sale to New Zealand last year since 
the impact on world dairy trade was an important consideration. Although 
controversial, that sale has gone quite well to date. The New Zealand Dairy 
Board lifted about 60,000 metric tons (MT) and will, in all likelihood, take 
110,000 MT, the upper limit of the contract. The sale was very political when 
measured by the high level of correspondence and rhetoric it generated both 


here at home and abroad. 


To export significant quantities of U.S. dairy products would require a 
subsidy since world market prices are much lower than ours. Subsidizing 
exports causes U.S. taxpayers, as well as low cost producing nations like New 
Zealand, to feel unfairly treated. Under the General Agreement on Tariffs and 
Trade (GATT) export subsidies are not prohibited but those that subsidize 


agree not to disrupt world markets. 


Our policy today is for "free world markets" devoid of subsidized 

commodities. However, up until the Russian's bought a year's production of 
wheat, the United States had been using subsidies to support wheat exports. 
During the period of FY 1966 thru FY 1973, U.S. wheat export subsidies average 
$108 million annually. After the “great grain robbery" in 1972-73 export 
subsidies were no longer needed and we began to support the philosophy of 


non-subsidized export sales. 


In effect, we taught tne EC how to use export subsidies and have been trying 
over recent years to get them to ease away from their use with little 

success. However, to revert to aggressive subsidized exports of surplus dairy 
products at this time may complicate our efforts to get the EC to back off on 


subsidies. 


The EC is currently spending over $4 billion per year to support dairy 
production with more than half of that going for “export restitutions". They 
have succeeded in reducing their dairy stocks from 60 percent of the world 
total in 1978 to a projected 32 percent by the end of 1982. Over that same 
period U.S. stocks rose from 18 percent of world dairy product inventories and 
by year's end we may hold 45 percent. Today the EC accounts for only 9 
percent of world dairy imports. The USSR accounts for over 25 percent of 
imports even though that country remains the world's largest single country 
milk producer. The USSR needs our farm commodities but subsidizing butter to 


them is counter to many American taxpayers’ views. 


This seems to leave us with three options: 

1. Subsidize exports and take the political heat at home and abroad; 

2. Let supports fall until we become competitive on world markets without 
subsidies (50-60 percent parity is our best estimate to accomplish 
that); 

3. Just wait and hope for a) higher feed and meat prices, b) a thaw in 


U.S.-USSR-Polish relations, or c) an upsurge in domestic demand. 
On balance we import more dairy products than we export largely because our 
prices are above world levels. Last year we brought in a total of 248 million 


pounds of cheese and 128 million pounds of casein, our major dairy import 


Dp, 


items. Cheese imports were up 7 percent last year and we expect some 
additional gains in 1982. Nearly 85 percent of the cheeses we imported in 
1981 were under quota and that category registered all of the gain. The 240 
million pound quota was still not filled last year as imports reached 212 
million pounds. We are likely to have some further filling of the quota in 
1982. Casein imports dropped sharply in 1981 due in part to lower world 
Output and to a cutback in U.S. demand. Casein imports in 1982 could recover 


somewhat but any gain may be small. 


On the export side we sell and donate for foreign relief over 220 million 
pounds of nonfat dry milk each year. In 1981 the United States shipped 53 
million pounds of butter, with most of it Commodity Credit Corporation (CCC) 
sales to New Zealand and Poland. Normally our exports of butter are very 
small. Last year our sales of canned evaporated and condensed milk totaled 34 
million pounds, down sharply from 43 million pounds in 1980. Cheese sales 
showed little change at 13 million pounds last year. The picture is a bit 
clouded for 1982 and, of course, action by the CCC to export surplus dairy 


products would have a profound effect in our sales abroad. 


GOVERNMENT PURCHASES, STOCKS, AND DISPOSITIONS 
OF DAIRY PRODUCTS, 1978-79 TO DATE 


Merritt Sprague, ASCS 
In recent years the dairy price support program has moved from conditions 


where supply of milk and dairy products was nearly matched up with 
demand--in marketing year 1978-79, only 0.9 percent of the milk produced 
was purchased by CCC under the dairy price support program. Since then 
milk production has increased sharply, and in 1980-81, CCC purchased 

9.4 percent of every pound of milk produced. At this rate, nearly one 

out of every 10 cows needs to be removed from the Nation's cow herd. 
Furthermore, CCC's net removals of dairy products during the first 5 months 
of this marketing year are 9 percent above milk equivalent purchases of 

a year earlier. Nonfat dry milk purchases are up nearly 40 percent or 

100 million pounds compared with this time a year ago. 


CCC NET REMOVALS 
MILK 
Baie, Burren, Geese) NIM _Fouv, * 
(tt. Les.) 
1978-79 46 Y aw Lil 
1973-80 23 35 2 «813 
1980-81 bs) 522 77 862, fl 
1981-22 *° x0 530 & 113,30 
19%2-§3 ** 30 4A 7 1.30 
PERION_ 
O/H - 2/81 pct) 1s 2 4,255 
10/al - 2/22 1% 144 28 4,666 


® Inciunes EvaporaTep MiLk PurcHASES 
** PROJECTED 


In the past 3 years, CCC dispositions have been at a slower rate than 
purchases. CCC's inventories were at reasonable levels on 

October 1, 1979--it owned less than 50 thousand pounds of cheese, 

147 million pounds of butter and 448 million pounds of nonfat dry milk. 
The butter and NDM were less than 1's times CCC's usual annual disposition 
rate. Since then inventories have grown to record levels. Only the 

large sale of butter to New Zealand last August has prevented CCC's butter 
stocks from being at a record level now. Although the butter sales to 
New Zealand Dairy Board have already been subtracted from the uncommitted 


inventory, nearly 56 million pounds of butter are yet to be shipped. 


CCC's uncommitted inventory of butter is equal to 4s months of commercial 
use, the cheese is equal to about 3 1/3 months and the NDM equals more than 
2 years supply. If these inventories were placed in railroad cars, the 


train of cars would reach from Washington, D.C. to New York City. 


Review rtd Review Costs Wi 





CCC MILK SUPPORT PROGR 
CCC UNCIMMITTED INVENTORY 
PurcHASE NET 
Jar ume «= Geese «= LN a oo One 
Qu, ves.) 

7 W 0 eg es 
Ur iaila  oiagrdin 198-79 207 16 
1-1-0 post Olt oa 1973-9 Lm Le 
hale ca ee Nea 1980-81 La Lo 
ae 1981-82 ° 2,124 Lo 
10-1-83 6S 1106 159% eerie = sen 
3-17-81 36S | 
312-8 23 02OCOC (GC ee 

Oct & - Fes al aB NA. 
* PROJECTED Oct &1 - Fes 2 73 NA. 





Dispositions 
With the increase in price support purchases, this Administration has taken 
several steps to maximize use of CCC-owned dairy products. 
A. Domestic 
1. The policy to previde dairy products for school lunches 
at no cost to the schools has been extended. 
2. 100 million pounds of process cheese has been made 
available for distribution through food banks to needy. 


Bere Expo. 





1. CCC initiated sales of dairy products to Department 
of Defense at world market prices for resale in PXx's 
and commissaries overseas. 

2. Noncommercial export sales are up sharply. Substantial 
quantities of nonfat dry milk have been sold to Mexico 
for use in its welfare programs. In addition to the 
sale of butter to New Zealand Dairy Board, CCC has 


sold more than 200 million pounds of dairy preducts for 
distribution in Poland. All products contracted for Poland 
since April 1981, are being distributed under the direction of 
CARE and the Catholic Relief Services. We have also 

bartered with Jamaica to exchange 4 million pounds of 
anhydrous milkfat and 16 million pounds of NDM in exchange 
for badte. Additionally, nonfat dry milk has been sold 

to voluntary agencies at highly subsidized prices for 
distribution through orphanages, hospitals and schools 


in Mexico, Haiti, Senegal, and other countries. 


3. In 1981-82 we donated 219 million pounds of NDM to 
many developing third world countries for foreign 
feeding programs under P.L. 480. Of this amunt, 
about 36 million pounds were used in the manufacture 
of corn-soya-milk. The Agency for International Development (AID) 
reimburses CCC with appropriated funds at the rate of 19 cents 
per pound for all nonfat dry milk donated under P.L. 480. In 
order to increase use, or prevent a decrease due to budget 
cuts, CCC is considering reducing the reimbursement rate. 


As I have explained the USDA donation programs are used to the madimm practical 
extent. The Department is careful that the donatims do not materially interfere 
with commercial sales and the price support program. For example, the cheese 
donated to the needy through food banks goes mainly to recipients who would 

not normally purchase cheese. We have initiated a pilot program in Iowa 

for butter. 


In spite of CCC's means of increasing the dispositions of dairy products, we 
experience problems in giving the dairy products away. We have advised the 
established ongoing recipient programs—school lunch, military, prisons, 

V.A. hospitals, etc.—that they may order without cost all of the dairy 
products they can use without waste. However, the continuing debate regarding 
Cholesterol intake has a definite negative effect mm the use of these free 
products. For example, in the past the Department of Defense bought very 
little margarine when butter was available. Today, DOD buys about 1 pound 

of margarine for each two pounds of butter donated by CCC. 


As you can see, presently CCC has an opened-ended or no-limit purchase 
program for dairy products. These products purchased by CCC are being 
poured into a funnel with a limited opening at the base. At the present 
time, dairy products are pouring over the top of the funnel and without 
question, the CCC purchases mist be slowed. 
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NATIONAL MILK PRODUCERS FEDERATION 
SUPPLY DEMAND SITUATION THROUGH FY ’83 
ComMENTS FOR DAIRY SYMPOSIUM 
By JoHN R, MENGEL 


Kansas CITY, MISSOURI 
MarcH 22, 1982 


WITHIN THE PAST SEVERAL YEARS THERE HAVE BEEN SIGNIFICANT CHANGES 
Ii THE STRUCTURE OF THE DAIRY PRODUCTION INDUSTRY. CONDITIONS HAVE 
BEEN SUCH THAT DAIRY FARMERS HAVE BEEN ABLE TO MAKE FIRM COMMITMENTS 
TO THE PRODUCTION OF MILK. ALSO, WHERE OTHER AGRICULTURE RESOURCES WERE 
FLEXIBLE THEY WERE DIVERTED TO MILK PRODUCTION. [UCH OF THE MILK 
PRODUCTION WHICH WE ARE SEEING TODAY IS BASED ON COMMITMENTS MADE TWO 
OR THREE YEARS AGO. LIKEWISE, COMMITMENTS HAVE BEEN MADE WITHIN THE 
PAST YEAR AND A HALF WHICH WILL SHAPE MILK PRODUCTION IN THE MONTHS 
AHEAD. INVESTMENTS HAVE BEEN MADE IN NEW EQUIPMENT, NEW BARNS, NEW 
TECHNOLOGY, AND LIVESTOCK. AND THESE INVESTMENTS HAVE EXPANDED THE 
STABLE BASE OF THE MILK PRODUCTION INDUSTRY. WE NOW HAVE A GREATER 
PROPORTION OF WELL FINANCED, WELL MANAGED COMMERCIAL DAIRY OPERATIONS 
THAN We EVER HAD. JTHIS WILL RETARD PRODUCTION ADJUSTMENTS WHICH USUALLY 
OCCUR AS MARGINAL FARMERS SHIFT OUT OF MILK PRODUCTION. ADJUSTMENT THIS 
TIME WILL NOT BE EASY AND IT WILL NOT BE PAINLESS. 

ALTERNATIVE OPPORTUNITIES 

CoNDITIONS BEYOND THE DAIRY FARM GATE, BOTH IN THE GENERAL ECONOMY 
AND ON OTHER FARMS, WILL NOT MAKE THE ADJUSTMENT IN DAIRY ANY EASIER. 
UNEMPLOYMENT FIGURES WERE RECENTLY RELEASED FOR THE MONTH OF FEBRUARY. 
THESE FIGURES SHOWED THAT UNEMPLOYMENT NATIONALLY WAS 8.6 PERCENT. 
THOSE SAME ESTIMATES SHOWED THAT IN FEBRUARY 5.1 PERCENT OF THE POPULA- 
TION WAS EMPLOYED ONLY PART-TIME. FOR THE YEAR, UNEMPLOYMENT IS EXPECTED 
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TO REACH 9.5 PERCENT. BUT THESE NUMBERS DON’T BEGIN TO IDENTIFY THE 
PROBLEM FOR A DAIRY FARMER WHO WAS INTERESTED IN FINDING A JOB OFF THE 
FARM. [HE 3.8 PERCENT FIGURE FOR FEBRUARY WAS AN AVERAGE NUMBER FOR 
UNEMPLOYMENT IN ALL INDUSTRIES. HOWEVER, MANY DAIRY FARMERS WHO WOULD 
BE LOOKING FOR EMPLOYMENT OFF-FARM WOULD BE LOOKING IN THOSE INDUSTRIES 
WHERE UNEMPLOYMENT IS WELL ABOVE AVERAGE. FOR EXAMPLE, THE CONSTRUCTION 
INDUSTRY IN FEBRUARY HAD AN UNEMPLOYMENT RATE OF 13.1 PERCENT, THE LUMBER 
AND WOOD INDUSTRY HAD AN UNEMPLOYMENT RATE OF 19,1 PERCENT, AND THE AUTO 
INDUSTRY HAD A RATE OF UNEMPLOYMENT OF 20,8 PERCENT. 

WHAT ABOUT OTHER AGRICULTURAL ALTERNATIVES? DAIRY HAS BEEN THE 
BEST ALTERNATIVE FOR SEVERAL YEARS AND THAT HAS BEEN PART OF THE PROBLEM, 
AND WITH THE OUTLOOK FOR THE OTHER MAJOR SECTORS OF THE AGRICULTURAL 
ECONOMY, IT APPEARS THAT A MAN WHO IS IN DAIRYING NOW WILL BE BETTER OFF 
TO STAY THERE. 

NET FARM INCOME FOR ALL AGRICULTURE THIS YEAR IS PROJECTED TO BE 
BETWEEN 5300 AND $/400 PER FARM. THIS WILL PUT FARM INCOME BACK TO 
THE LEVEL IT WAS AT IN 1970, 12 YEARS AGO. IT WILL BE ONLY HALF OF 
WHAT IT WAS IN 1979, 

IF WE LOOK AT THE PRICES FARMERS ARE RECEIVING FOR OTHER PRODUCTS 
WE CAN SEE WHY NET INCOME IS DOWN. CORN, FOR INSTANCE, WAS $2.40 PER 
BUSHEL IN FEBRUARY COMPARED TO $3.22 PER BUSHEL A YEAR AGO. SOYBEANS 
WERE QUOTED AT $5.96 PER BUSHEL COMPARED WITH $7.50 IN Fepruary 1901, 
AND CHOICE BEEF IS RUNNING ABOUT 60 CENTS A POUND, THE SAME AS LAST 
YEAR’S UNFAVORABLE LEVELS. IT HAS BEEN THE UNFAVORABLE CONDITIONS IN 
THESE OTHER SECTORS OF AGRICULTURE WHICH HAS CAUSED A REDIRECTION OF 
MANY AGRICULTURAL RESOURCES INTO MILK PRODUCTION. (AS A SIDELIGHT, I 
HAD A TELEPHONE CALL LAST MONDAY FROM A BEEF PRODUCER WHO HAD THE 
OPPORTUNITY TO BUY SOME 650 PoUND HOLSTEIN HEIFERS. HE WANTED TO KNOW 
IF THIS WAS THE PROPER TIME TO RAISE AND BREED DAIRY HEIFERS.) 
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WITH A LACK OF ANY ALTERNATIVE, EITHER ON-FARM, PRODUCING OTHER 
AGRICULTURAL COMMODITIES, OR OFF-FARM, THE DAIRYMAN HAS NO CHOICE BUT 
TO CONTINUE TO PRODUCE MILK, 

WHAT ARE THE FACTORS THAT THIS DAIRYMAN IS GOING TO LOOK AT AS HE 
MAKES HIS PRODUCTION DECISIONS IN THE NEXT FEW MONTHS? HE WILL BE 
LOOKING AT FEED PRICES AND THE COST OF OTHER PRODUCTION ITEMS. HE ALSO 
WILL TAKE INTO CONSIDERATION CULL COW PRICES, THE HEIFER REPLACEMENTS 
WHICH HE HAS ON HAND AND THE REPLACEMENT PRICE OF MILK COWS IF HE HAS 
TO BUY THEM. | 

FEED SITUATION 

FIRST, LET'S LOOK AT THE FEED SITUATION. ON JANUARY 1, 1982, THERE 
WAS AN ESTIMATED 3.35 BILLION BUSHELS OF FEED GRAIN ON HAND. THIS IS A 
RECORD FOR THAT DATE. DURING THE COMING YEAR, DOMESTIC CONSUMPTION OF 
FEED GRAINS IS EXPECTED TO BE UP ONLY MODESTLY, IF AT ALL. WEAK CONSUMER 
DEMAND HAS RESTRICTED FOOD AND INDUSTRIAL USAGE AND REDUCED ANIMAL 
NUMBERS HAVE RESTRAINED FEED USE. JHE WORLD DEMAND FOR FEED GRAINS IS 
ALSO SLUGGISH WHICH HAS SLOWED EXPORTS, END-OF-SEASON STOCKS NEXT YEAR 
ARE EXPECTED TO SET A NEW RECORD. 

CoRN 1S A MAJOR INGREDIENT IN DAIRY COW FEED. CORN PRODUCTION IN 
1961 WAS 6.2 BILLION BUSHELS, 23 PERCENT ABOVE 1980. ADDING THIS PRODUC- 
TION TO BEGINNING STOCKS OF 1 BILLION BUSHELS HAS CAUSED A SHARP DECLINE 
IN CORN PRICES. CORN PRICES AT THE FARM IN FEBRUARY WERE $2.40 PER 
BUSHEL, DOWN FROM $3.22 LAST YEAR. JHE LARGE SUPPLY AND SOFT DEMAND 
WILL KEEP THE CORN PRICE DOWN THE REST OF THE YEAR, 

THE SOYBEAN HARVEST LAST YEAR WAS THE SECOND LARGEST ON RECORD. 

AND WAS 13 PERCENT MORE THAN THE 1980 crop. STOCKS OF SOYBEANS ON 
JANUARY 1, WERE 6 PERCENT ABOVE A YEAR AGO. THIS PLENTIFUL SUPPLY HAS 
DEPRESSED THE PRICE OF SOYBEANS AND SOYBEAN MEAL. IN FEBRUARY THE PRICE 
OF SOYBEAN MEAL, 44 PERCENT PROTEIN, WHICH IS ANOTHER MAJOR PART OF 
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THE DAIRY RATION WAS $15,90 PER HUNDRED POUNDS. THIS 1S 10 PERCENT LESS 
THAN THE PRICE WAS IN FEBRUARY LAST YEAR. THE LARGE SUPPLY OF SOYBEANS 
AVAILABLE ARE EXPECTED TO KEEP PRICES LOW THROUGH THE REMAINDER OF THE 
MARKETING YEAR, 

Tiy FEBRUARY, THE MILK-FEED RATIO WAS 1.54, THIS IS UP FROM 1,40 IN 
FEBRUARY 191, ALTHOUGH THE ALL MILK PRICE IN FEBRUARY THIS YEAR WAS 
15 CENTS BELOW THE ALL MILK PRICE IN FEBRUARY 1981, THE DECREASE IN THE 
COST OF FEED WAS EVEN GREATER, THUS THE MILK-FEED RATIO INCREASED, AS 
WE PROGRESS THROUGH THE REMAINDER OF THIS MARKETING YEAR, MILK PRICES 
MAY FURTHER WEAKEN DURING THE FLUSH AND ALTHOUGH THERE MAY BE SOME SMALL 
SEASONAL INCREASE IN THE PRICE OF FEED GRAINS, THE MILK-FEED RATIO IS 
EXPECTED TO REMAIN FAVORABLE FOR THE PRODUCTION OF MILK. 

WITH FEED SUPPLIES PLENTIFUL AND LESS EXPENSIVE THAN LAST YEAR, WE 
CAN EXPECT DAIRY FARMERS TO MAINTAIN THEIR FEEDING RATES AND OUTPUT PER 
COW COULD INCREASE ANOTHER 1./5 PERCENT THIS YEAR. 

MILK COW NUMBERS 

UURING THE 1981 MARKETING YEAR, MILK COW NUMBERS AVERAGED 10,868,000 
HEAD, AN INCREASE OF 1 PERCENT OVER THE PREVIOUS MARKETING YEAR. ON A 
CALENDAR YEAR BASIS, THE NUMBER OF MILK COWS HAS INCREASED FOR THE LAST 
TWO YEARS. AND LIKELY COW NUMBERS WILL CONTINUE. TO INCREASE THIS YEAR. 
THE NUMBER OF REPLACEMENT HEIFERS ON HAND ON JANUARY 1 DURING THE PAST 
THREE YEARS IS SUBSTANTIALLY ABOVE THE LEVELS THAT EXISTED IN PRIOR 
YEARS WHEN WE SAW A DECLINE IN THE DAIRY COW HERD. On JANuARY 1, 1962, 
THERE WERE 41,2 HEIFERS FOR EVERY 100 MILKING COWS. THIS IS A RECORD 
LEVEL AND WELL ABOVE THE RATIO OF 35 To 36/100 THAT EXISTED IN THE 
LATE 1970s. As IN 1960 and 1981, IT 1S LIKELY THAT THE RECORD AMOUNT 
OF REPLACEMENTS WILL LEAD TO AN INCREASE IN THE DAIRY HERD THIS YEAR. 

FARMERS WHO ARE NOT RAISING THEIR OWN REPLACEMENT HEIFERS ARE 
FINDING THAT MILK COW REPLACEMENTS ARE SLIGHTLY LOWER PRICED NOW THAN 
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THEY WERE A YEAR AGO. JHE RELATIVELY ATTRACTIVE DAIRY SITUATION AND THE 
EXPANSION TAKEN PLACE IN THE LATE 1970s AND 1980s CAUSED A SUBSTANTIAL 
INCREASE IN THE COST OF MILK COW REPLACEMENTS. MILK COW REPLACEMENTS 
ROSE FROM SOMETHING UNDER $500/HEAD IN 1977 To MORE THAN $1,200/HEAD 
IN 1930. ALTHOUGH CURRENT PRICES ARE ONLY SLIGHTLY BELOW THE $1,200 MARK, 
PRICES FOR REPLACEMENTS COULD CONTINUE TO DECREASE BECAUSE OF THE LARGE 
SUPPLY OF REPLACEMENTS AVAILABLE AND BECAUSE OF THE WEAKENING MILK PRICE 
PROJECTED FOR THE REST OF THIS YEAR. 

{HE SIZE OF THE DAIRY HERD ALSO IS IMPACTED BY THE CULLING RATE. 
REASONABLE CULL COW PRICES CAN DO MORE TO REDUCE HERD SIZE THAN ANY 
OTHER FACTOR. RECENT CULL COW PRICES ARE QUOTED IN THE HIGH $30S OR THE 
VERY LOW 40S AND THIS PRICE HAS NOT BEEN SUFFICIENT TO ATTRACT ADDITIONAL 
CULLING OF THE DAIRY COW HERD. WITH MEAT SUPPLIES DURING THE REMAINDER 
OF NY 1962 EXPECTED TO REMAIN RELATIVELY LARGE COMPARED TO DEMAND, THERE 
WILL NOT BE MUCH INCREASE IN CULL COW PRICES. CULL COW PRICES WILL 
LIKELY REMAIN UNDER THE 9.45 PER POUND LEVEL DURING THE REMAINDER OF 
THE MARKETING YEAR. THIS 1S $.10 To $.15 PER POUND LESS THAN THE PRICE 
THAT IT TOOK IN 19/9 TO BRING ABOUT A SUBSTANTIAL REDUCTION IN THE 
DAIRY HERD. 

SO, WITH NO INCENTIVE TO INCREASE CULLING AND A LARGE AMOUNT OF 
DAIRY REPLACEMENTS AVAILABLE TO BUILD THE HERD, IT IS LIKELY THAT THE 
DAIRY MILK COW HERD WILL INCREASE ANOTHER 1.2 PERCENT THIS YEAR. 

PRODUCTION SUMMARY, MY 1982 

TO SUMMARIZE, THE PRODUCTION OUTLOOK THEN: (1) THERE IS A LACK OF 
ALTERNATIVES EITHER ON-FARM OR OFF-FARM AND THUS THE DAIRYMEN WILL STAY 
ON THE FARM AND WILL CONTINUE TO PRODUCE MILK AS LONG AS HE CAN, (2) WITH 
PLENTIFUL AND CHEAP FEED AVAILABLE AND BETTER MANAGEMENT PRACTICES IT IS 
LIKELY THAT WE WILL SEE ANOTHER 1./5 PERCENT INCREASE IN OUTPUT PER COW, 
(5) WITH A PLENTIFUL SUPPLY OF MILK COW REPLACEMENTS AND UNATTRACTIVE 
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LULL COW PRICES, IT IS LIKELY THAT THE DAIRY HERD WILL INCREASE ANOTHER 
1.2 PERCENT THIS YEAR. THEREFORE, MILK PRODUCTION IS EXPECTED TO TOTAL 
135.6 BILLION POUNDS FOR 1982 MARKETING YEAR. 
PRODUCTION, MY 19383 

THESE PROJECTIONS ASSUME A $13,25 SUPPORT LEVEL, 

AS WE LOOK INTO THE FOLLOWING MARKETING YEAR WE SEE THE FEED SITUATION 
TO BE NOT GREATLY UNCHANGED FROM THE CURRENT YEAR. THAT IS, LARGE SUPPLIES 
AT MODERATE PRICES. FEBRUARY INTENTIONS TO PLANT INDICATED THAT CORN 
PLANTINGS WILL BE UP ONE PERCENT THIS COMING YEAR AND SOYBEAN PLANTINGS 
WILL BE UP TWO PERCENT. HOWEVER, AS THE SURVEY WAS BEING MADE, USDA 
ANNOUNCED A SET ASIDE PROGRAM FOR FEED GRAINS WHICH MAY RESULT IN THE 
REDUCTION IN CORN ACREAGE PLANTED. HOWEVER, GIVEN NORMAL WEATHER CONDI- 
TIONS THIS YEAR, THE SUPPLY OF FEED GRAIN AND SOYBEANS AVAILABLE FOR THE 
1933 DAIRY MARKETING YEAR COULD BE LARGE. J[HERE MAY BE SOME STRENGTHENING 
IN THE DEMAND FOR FEED GRAINS NEXT YEAR IF THE ECONOMY BEGINS-ITS REBOUND 
AND THERE IS AN INCREASE IN THE DEMAND FOR MEAT. ALTHOUGH FEED PRICES 
MAY INCREASE MODERATELY AND REDUCE THE MILK-FEED RATIO, IT IS NOT 
EXPECTED TO BECOME UNFAVORABLE FOR MILK PRODUCTION. 

ALTHOUGH A REDUCED MILK-FEED RATIO MAY CAUSE DAIRY FARMERS TO 
LIGHTEN UP SOMEWHAT ON THEIR FEEDING RATES, OUTPUT PER COW COULD INCREASE 
ABOUT 1.25 PERCENT NEXT YEAR. ALSO ADDING TO OUTPUT PER COW, BOTH THIS 
YEAR AND LAST, IS A CONTINUED IMPROVEMENT IN MANAGEMENT AND BREEDING 
PRACTICES, 

UURING I4Y 55 THE DAIRY ‘COW HERD WILL LIKELY DECREASE. NEXT YEAR 
WILL BE THE THIRD YEAR IN A ROW THAT DAIRY FARMERS WILL NOT HAVE HAD AN 
INCREASE IN THE MILK PRICE, AND THIS WILL RESULT IN THE LOSS OF SOME 
DAIRYMEN. WHEN A DAIRY OPERATION GOES OUT OF BUSINESS, NOT ALL THE COWS 
ARE SOLD INTO OTHER DAIRY HERDS; ONLY THE BETTER COWS ARE BOUGHT, 
ESPECIALLY WHEN TIMES ARE TIGHT. THE REMAINDER OF THE HERD, THE MARGINAL 
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COWS, ARE SHIPPED OFF TO SLAUGHTER. 

THERE ALSO MAY BE AN INCREASE IN THE CULLING RATE NEXT YEAR. 

ANOTHER YEAR WITHOUT A PRICE INCREASE MAY CAUSE DAIRY FARMERS 
TO INCREASE CULLING IN ORDER TO’ MAINTAIN CASH FLOW. IF THERE IS AN 
IMPROVEMENT IN THE GENERAL ECONOMY, AND THE DEMAND FOR MEAT INCREASES, 

IT SHOULD RESULT IN HIGHER CULL COW PRICES AND INCREASE THE INCENTIVE 
FOR DAIRYMEN TO CULL. 

AS FAR AS ALTERNATIVE OPPORTUNITIES IN MY 83, AN INCREASE IN THE 
GENERAL ECONOMY SHOULD DECREASE UNEMPLOYMENT AND INCREASE THE OFF-FARM 
OPPORTUNITIES. ALSO IF THE ECONOMY INCREASES BRINGING WITH IT AN 
INCREASE IN THE DEMAND FOR BEEF, DAIRYMEN MAY BE ABLE TO MOVE SOME OF 
THEIR RESOURCES OUT OF THE PRODUCTION OF MILK AND INTO THE PRODUCTION OF 
BEEF ANIMALS. 

PRODUCTION SUMMARY, MY 1933 
I SUMMARY FOR FY 1953 THEN; (1) ALTERNATIVE OPPORTUNITIES OFF- 
FARM AND IN OTHER SECTORS OF AGRICULTURE MAY INPROVE AND DRAW SOME OF 
THE RESOURCES AWAY FROM THE PRODUCTION OF MILK, (2) THE NUMBER OF MILK 
COWS LIKELY WILL DECREASE AS DAIRYMEN CULL COWS TO KEEP UP THEIR CASH 
FLOW AND AS MARGINAL FARMERS ARE FORCED OUT OF BUSINESS AND THEIR HERDS 
GO TO SLAUGHTER. HOWEVER, BETTER MANAGEMENT PRACTICES AND NOT UNFAVORABLE 
FEED PRICES WILL BRING ABOUT A CONTINUED INCREASE IN OUTPUT PER COW WHICH 
MAY OFFSET THE DECLINE IN MILK COW NUMBERS. THEREFORE, MILK PRODUCTION 
IN MY 33 WILL BE ABOUT THE SAME AS [MY 82, 
COMMERCIAL USE, [1Y 19382 

THE COMMERCIAL USE OF MILK AND DAIRY PRODUCTS DURING THE MARKETING 
YEAR LIKELY WILL IMPROVE OVER LAST YEAR’S LEVELS BUT ONLY AT ABOUT ,/5 
PERCENT. WO SIGNIFICANT INCREASE IN THE RETAIL PRICE LEVEL OF MILK AND 
DAIRY PRODUCTS IS EXPECTED THIS YEAR. AND THIS SHOULD MAKE MILK AND 
DAIRY PRODCTS A SOMEWHAT BETTER BUY RELATIVE TO OTHER PRODUCTS. HOWEVER, 
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MUCH OF THE STRENGTHENING WHICH SHOULD ACCOMPANY FLAT RETAIL PRICES MAY 
BE OFFSET AS A RESULT OF CUTS IN CHILD FEEDING PROGRAMS AND HIGH 
UNEMPLOYMENT. 
FLUID SALES 

FLUID MILK SALES FOR THE FIRST QUARTER OF THE MARKETING YEAR, 
(UCTOBER - VECEMBER 1901), WERE DOWN ] PERCENT IN FEDERAL MILK MARKETING 
AREAS. PRIMARILY THIS REDUCTION HAS COME ABOUT BY DECREASED SALES OF 
FLUID MILK THROUGH THE SCHOOL LUNCH AND OTHER CHILD FEEDING PROGRAMS. 
UUR MEMBER ORGANIZATIONS HAVE REPORTED THAT DECLINES IN THEIR SCHOOL 
MILK SALES ARE RANGING BETWEEN 10 AND 25 PERCENT. FEDERAL ORDER DATA 
SHOWS FLAVORED LOWFAT AND WHOLE MILK PRODUCTS DOWN ALMOST 1] PERCENT. 
FLUID MILK CONSUMED UNDER CHILD NUTRITION PROGRAMS REPRESENT ABOUT 
0 PERCENT OF THE TOTAL SALES OF FLUID MILK. TOTAL FLUID SALES REPRESENT 
ABOUT D0 PERCENT OF ALL MILK AND DAIRY PRODUCTS. PRIMARILY, BECAUSE OF 
THIS DECREASE IN SCHOOL LUNCH SALES, TOTAL FLUID SALES FOR THE MARKETING 
YEAR ARE PROJECTED TO BE DOWN ABOUT A HALF OF A PERCNET. 

THEE WD OTHER PRODUCT SALES, MY 198 

CHEESE SALES DURING THE MY 193] weRE uP ABOUT 4.5 PERCENT AND WE 
PROJECT THEM TO INCREASE ABOUT 4.0 PERCENT DURING [HY 19382, HERE AGAIN, 
CHEESE SALES HAVE BEEN HURT BY THE CURRENT POOR ECONOMIC CONDITIONS. 
ALSO, WITHOUT QUESTION THE AVAILABILITY OF IMITATION CHEESE HAS HAD A 
NEGATIVE IMPACT ON CHEESE CONSUMPTION. [HIS IMPACT WILL CONTINUE UNTIL 
THE U.S. TAKES ACTION TO CURB THE IMPORT OF MILK PROTEINS. [HE USE OF 
MILK IN CHEESE REPRESENTS ABOUT 25 PERCENT OF THE TOTAL SALES OF MILK 
AND DAIRY PRODUCTS. 

ALL OTHER DAIRY PRODUCTS COMBINED REPRESENTS THE REMAINING 25 
PERCENT OF THE SALES OF MILK AND DAIRY PRODUCTS. ALTHOUGH INDIVIDUAL 
PRODUCTS MAY INCREASE OR DECREASE, AS A GROUP WE ARE NOT LOOKING FOR ANY 
INCREASE THIS YEAR. 
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COMMERCIAL USE SUMMARY, MY 1982 

IN SUMMARY, SALES OF FLUID MILK THIS YEAR MAY BE DOWN ABOUT ONE 
HALF PERCENT. WHILE SALES OF CHEESE MAY INCREASE 4.0 PERCENT, 
SALES OF ALL OTHER PRODUCTS COMBINED WILL REMAIN AT LAST YEAR’S LEVEL, 
AS A RESULT, TOTAL COMMERCIAL SALES OF MILK AND DAIRY PRODUCTS THIS 
YEAR MAY INCREASE ABOUT ./5 PERCENT. 

FLUID MILK SALES IN THE NEXT MARKETING YEAR MAY INCREASE AT ABOUT 
THE SAME RATE AS THE LONGTERM TREND: THAT IS BETWEEN 0 AND .> PERCENT. 
WITH PROJECTIONS OF BETTER ECONOMIC CONDITIONS IN I1Y 83, CHEESE CONSUMP- 
TION IS EXPECTED TO INCREASE. STRONGER MEAT PRICES MAY ALSO STRENGTHEN 
THE DEMAND FOR CHEESE AS CONSUMERS LOOK FOR SUBSTITUTES, WITH FARM MILK 
PRICES REMAINING NEAR FLAT FOR STILL ANOTHER YEAR, THE RELATIVE RETAIL 
PRICE OF MILK AND DAIRY PRICES SHOULD BE FURTHER IMPROVED. JOTAL 
COMMERCIAL USE COULD INCREASE 1.75 PERCENT OVER THIS YEAR'S LEVEL. 

CCC PURCHASES AND COSTS 

iWOW THAT WE HAVE ESTIMATED PRODUCTION AND CONSUMPTION, FOR THE 
NEXT 1é MONTHS, WE COME TO THE BOTTOM LINE - CCC puRCHASES. IF OUR 
ESTIMATES ARE CORRECT, CCC COULD PURCHASE BUTTER AND CHEESE TOTALING 
SOME 14,5 BILLION POUNDS N.E. THIS YEAR AND 12.9 BILLION POUNDS NEXT 
YEAR. CCC IS PRESENTLY BUYING NONFAT DRY MILK AT A FASTER RATE THAN LAST 
YEAR AND THAT LIKELY WILL CONTINUE AND ADD TO PURCHASE COSTS. UNLESS 
USDA CAN CARRY THROUGH ON SOME ADDITIONAL EXPORT SALES, SUCH AS THE 
WEW ZEALAND SALE, IT IS LIKELY THAT THE NET PURCHASE COST WILL BE NEAR 
~2.2 BILLION THIS YEAR AND NEXT. 


SUPPORT PRICE ($/cwT.) 


NUMBER cows (1000 HEAD) 
HILK PER cow (LBS.) 


lIILK PRODUCTION 
FARM USE 

HARKETINGS 
BEGINNING COMMERCIAL STOCKS 
IMPORTS 


COMMERCIAL SUPPLY 


SUPP 


MY 1932 
13,10 


11,019 (+1.0%) 
12,3504 (+1,752) 


135.6 (43.02) 
2.2 

133.4 
Diz 
2.4 


141,0 (+2,22) 


MY_1933 
ioe2 


10,900 (-1.02) 
12,450 (+1,252) 


135.7 (02) 


2rd 
133.6 
ayi8 
2.4 


141.6 (+0,42) 





DAIRY PRODUCT UTILIZATION (BIL, LBS,) 


MY 19382 MY 1933 
COMMERCIAL USE 12059 5CEy 752) 123,055 A) 
ENDING COMMERCIAL STOCKS eye AGA ey, 54/7 (41,752) 


TOTAL UTILIZATION 12655 4(4 12047) 128.7 (+1,752) 


SUPPLY 
UTILIZATION 


CCC PurcuHases M.E. 


BUTTER 
CHEESE 


NFDM 


Net CCC cost 


V/ New ZEALAND SALE NETTED $155 MILLION 
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Milk Production 


U.S. milk production will continue to increase during 1982 and 
the first half of 1983, but possibly at a decelerating rate. During 
fiscal year 82 (Oct. 81 - Sept. 82) we expect a 2 1/2% increase, down 
slightly from the 3 1/2% jump in FY 8I. This is based on anticipated 
increases in milk cow numbers and milk production per cow. This, if 
accurate, would bring 1982's production to about 135 billion pounds. 
If beef and feed prices remain depressed, 1983 milk production may be 
even slightly higher than the record 1982 output. 


After years of decline, the number of cows being milked turned 
upward at the beginning of this decade and last year increased 1%. We 
expect the milking herd to grow another percent during this fiscal year. 
This makes the third year in a row when the number of milk cows in the 
herd have increased. The dairy herd will probably remain at the 1982 
level during 1983. The anticipated increase in the dairy herd is due 
to the large number of replacement stocks presently on hand and the 
depressed beef prices. Beef prices are expected to remain low through- 
out the year. Additionally, the differential value between the price 
f6r a milk cow for milking and her value for beef is currently about 
$600. This clearly indicates culling rates will be minimalszand replace- 
ment stock will remain high. Simply stated, milking even a relatively 
low producing animal returns a lot more than slaughter. 


Milk production per cow is anticipated to run about 1 1/2% above 
last year's level. This is a fairly moderate increase when compared to 
the 3.4% jump in 1980 and a 2.5% rise in FY 81. Even with a moderate 
comeback in the grain markets, the milk-feed price ratio is likely to 
continue to encourage high feeding rates. 


we 
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The compounding impact of a 1% increase in cow numbers with:a 
1 1/2% lift in production per cow will result in a total increase of 
about 2 1/2%. We conclude, therefore, that in FY 82 U.S. raw milk 
production will set a new record, 135 billion pounds. © 


Depressed feed and beef prices are major contributors to the 
continued expansion in production. We believe last year these factors 
offset other increases in the cost of production. This year feed prices 
have remained relatively low and energy costs are coming down for the 
first time after many years of rapid inflation. Consequently, the 
Stabilizing of raw milk prices has not, and for the next year or so, 
will not have the deterrent affect on production which would normally 
be experienced during an inflationary period. With today's poor off- 
farm employment opportunities, weak agricultural alternatives and high 
interest rates depressing farm sales opportunities, we see little 
incentive for dairymen to change to other agricultural commodities or 
different careers. 


It should be noted that a major increase in feed costs or run up 
in beef prices could cause production trends to turn around. We do not 
expect either in 1982. 


Commercial Consumption 


We are anticipating a slight increase, approximately 1% in 
commercial consumption of dairy products during FY 82. Even with 
relatively flat prices fluid milk sales are expected to be down 1% due 
to cuts in the special milk and school lunch programs. On the up side, 
commercial cheese sales should grow about 3%. 


Milk support prices will not be increasing during FY 82 and raw 
milk values at the farm are running a little below the 1981 level, also. 
However, it is significant to note that sugar prices, a major component 
of competing beverages, have declined substantially from last year's very 
high levels. Prices of other traditional juice beverages are not 
expected to increase as much as inflation either. Also, and probably 
the most significant factor, is a substantial reduction in sales through 
the school milk program. Our members tell us this year school milk 
sales are off as much as 15%. This alone would account for a 1% decline 
in fluid sales. Demand for a few products remains strong, but they use 
a relatively small portion of the total milk supply. Among these are 
yogurt, sour cream, dips and dressings, flavored milks, milkshakes and 
other specialty products. Cottage cheese, butter and ice cream product 
sales are expected to be very close to last year's level. This scenario 
would provide an overall increase in commercial consumption of dairy 
products of about a half to one percent. In conclusion, we expect 
commercial sales of 121 billion pounds. 
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CCC Purchases and Expenditures 


The Commodity Credit Corporation, which bought 12.7 billion 
‘pounds of milk equivalent during FY 81, is likely to buy 14 to 15 
billion pounds this marketing year. The cost of the Milk Support 
Program will set a new record and could reach $2 1/2 billion. 


The outlook for the first half of '83 is not much better. Unless 
there is a substantial rise in feed and beef prices, or a major legisla- 
tive inititave, we do not foresee any turn around in today's problems, 
at least until the second half of '83. 
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Mid-America Dairymen cites drop in milk production as a key factor 
to be considered in developing a new national dairy policy 

Officials of Mid-America Dairymen Inc. today announced that milk production among the more than 
11,000 dairy farmers served by Mid-Am has dropped for the first time in the past 25 months. 

Ivan Strickler, president of Mid-Am, said that milk production by Mid-Am members in February 1982 
was below that of February 1981. The Iola, Kansas, dairyman added, ‘‘This represents the first month in 
25 months that Mid-Am’s member milk production has been below the same month a year earlier.’’ 

Strickler’s remarks will be included in testimony he will give at the dairy symposium called by 
Secretary of Agriculture John Block in Kansas City for March 22 and 23. 

“We have observed that changes in the direction of Mid-Am members’ milk production is followed two 
to three months later by changes in national milk production figures,’’ Strickler said. 

He also pointed out in his prepared statement for the dairy symposium that milk production in 
Wisconsin dropped by 2.2 percent during February. ‘‘Reports of freeze damage to cows is a common 
occurrence in these areas,”’ Strickler said, noting that such damage has resulted in a large number of cows 
being sent to slaughter in recent weeks. 

‘“‘When milk production has decreased in the past, Mid-Am members’ production numbers have 
reflected this decrease two to three months prior to USDA milk production numbers reflecting this 
decrease,”’ he said. 

Citing these lowered production figures, Strickler said that Mid-America Dairymen does not agree 
with government projections that milk production in fiscal 1983, which begins October 1, 1982, will be 
above the level of milk production for the 1982 fiscal year. 

Strickler also expressed great concern over a plan proposed by the Administration’s Office of 
Management and Budget to lower milk price supports by 50 cents per hundredweight every six months, 
beginning in October 1982, for a total potential reduction of up to $3.00 per hundredweight. 

“This is not the solution to the problem,”’ Strickler said. ‘‘The solution is to increase farm income and 
improve the economic position of all agriculture, improve the overall economy and reduce unemployment, 
and allow dairy farmers to implement and operate their proposed self-help program.”’ 
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Statement of Ivan Strickler 
President, Mid-America Dairymen, Inc. 


Dairy Symposium - Kansas City, Missouri 
March 22 - 23, 1982 

My name is Ivan Strickler. I am President of Mid-America Dairymen, Inc. 
and a dairy farmer from Iola, Kansas. I appear here today on behalf of and in my 
capacity as President of Mid-America Dairymen. 

Mid-America Dairymen is a cooperative association representing 11,500 dairy 
farmer member owners in the twelve state area of Minnesota, Wisconsin, North Dakota, 
South Dakota, Iowa, Nebraska, Kansas, Missouri, Oklahoma, Arkansas, Illinois and 
Texas. 

We are aware of the present inbalance in the supply and demand for milk and 
are concerned about the cost of the price support program. Certainly expenditures 
by the Commodity Credit Corporation of $2 billion per year is of great concern to us. 
However, we do not believe that the present environment justifies pushing the panic 
button. We believe that proposals that have been advocated to reduce the present 
price support level for milk by between $2.00 and $3.00 per hundredweight are un- 
justified, unwarranted, and uncalled-for. A number of factors have worked together 
to bring about the present supply-demand inbalance that have not all operated together 
at one time. We, therefore, believe that this period is somewhat unique in nature 
because of these interplaying factors. 

Agriculture is more than a producer of food and fiber for the consumers of the 
United States and the world. Agriculture plays a vital role in the economy of the 
United States. Agriculture's importance was demonstrated by Agriculture Secretary 
Block's statement before the Senate Committee on Budget, March 8, 1982: 

"It is important to recognize agriculture's important role in the 
general economy. Broadly defined, agriculture is the nation's 
largest industry, with assets equal to about 88 percent of the 
capital assets of all U.S. manufacturing corporations. Agriculture 
also is the nation's largest employer. Economic activity in the U.S. 
food and fiber system requires the services of more than 23 million 
people, or about 22 percent of the labor force. Farming alone 
requires 3.7 million workers -- as many as the combined workforce 


of the transportation, steel and automobile industries. One out of 
every five jobs in private enterprise is related to American agriculture. | 
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"Agriculture's impact on the entire economy is also significant. The 
value added to farm products as they flow through the economic 

system amounts to about 20 percent of the gross national product. 
Agricultural output has increased more than 70 percent since 1950, 
while total input use increased less than 4 percent. Today each 

farmer provides food and fiber for 60 Americans as well as a growing 
number of foreign customers; 60 years ago, one farmer supplied only 

10 Americans with food. It is important to remember that few resources 
are as important as agriculture to the economic strength of the country. 


"The economic condition of the farm sector is obviously a vital concern. 
U.S. agriculture faces difficult financial conditions this year. ..... ? 


This last sentence of Secretary Block's statement may prove to be the under- 
statement of the year. All sectors of agriculture are extremely depressed and have 
been referred to as "depression era" conditions. Dairy is no exception. Dairy farmers 
are suffering financially and while all of agriculture is depressed and hurting, dairy 
is not hurting quite as much as some:of the other agriculture enterprises. The 
plight of all of agriculture is best demonstrated by comparing farm prices as a percent 
of parity in 1974 with those that have existed during January and February of 1982, and 
by comparing changes in net farm income. The USDA publication Agricultural Prices 
reveals that in 1974 corn averaged 119 percent of parity compared to 50 percent of 
parity in January and February of this year. During the same time period, soybeans 
dropped from 116 percent of parity to 48; wheat - 107 to 52; beef cattle - 72 to 58; 
hogs - 82 to 55; and milk - 83 to 66. 

Farm operators have also watched their net farm income decrease dramatically 
during the past few years. 1979 was a very good year for the farming community, 
with net farm income of $32.7 billion. In 1980, net farm income dropped 39% to a 
total of $19.9 billion. 1981 presented some improvement, with net farm income increasing 
16% to $23 billion; however, projections for 1982 reveal that net farm income will be 
the lowest since 1971, with projected ranges by USDA of $13 to $18 billion. Ifa 
figure of $15 billion is assumed, net farm income in 1982 will be 35% below the 1981 
level. Net farm income at $15 billion in 1982 would represent a decrease of 54% from 
the 1979 level. 

Farmers will not be able to remain viable and continue the production of food and 


fiber in such depressed conditions. The consumers of the United States are all too familiar 


with the problems of the energy crisis that resulted from our dependance on foreign oil. 
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The failure of the Administration to improve the economic conditions of all of agriculture 
may result in a food crisis for this nation. For the good of the country, the consumers, 
and the farmers, programs must be implemented to improve the economic position of all 
segments of agriculture. 

Because milk has not suffered as greatly as some of the other agriculture enterprises, 
the dairy industry has drawn assets from other agriculture enterprises which have contri- 
buted to the increases in milk production. It is not uncommon for farmers who are unable 
to obtain additional financing to be told by the banker, "If you want to milk cows, we will 
loan you additional money to get into the milking business." Such a circumstance has 
added to increased milk production. We believe that programs should be enacted to improve 
the economic position of all farmers and all of agriculture and maintain the food production 
capacity of this nation to meet future food and nutrition requirements rather than pull 
down dairy to the depressed levels of other agricultural commodities. 

Another factor that has contributed to the present supply-demand inbalance is the 
rate of unemployment. The high levels of unemployment that have existed in the past two 
to three years, along with the generally depressed economic condition, have had an adverse 
impact on the consumption of milk and milk products and has resulted in flat consumption 
rates. In addition, the high levels of unemployment have had an impact on the level of 
milk production. A recent study conducted by Ohio State University has revealed a 
high correlation between the rate of unemployment and the rate of milk production in this 
nation. The tax cut and other programs proposed by the Administration should improve 
the general economic condition of the country and improve the consumption of milk and 
milk products and at the same time have a dampening effect on the level of milk production. 

Studies conducted by Texas A&M and Ohio State University have revealed that 
the attitude dairy farmers have has a high impact on milk production. In other words, 
if dairy farmers perceive the future to be bright, they are inclined to increase milk 
production while if they perceive the future to be dark or gloomy, they are inclined 
to decrease milk production. During the past two to three years, dairy farmers have 
perceived the future of milk production and milk prices as being good and have responded 
with expansion of herds and increases in milk production. Dairy farmers no longer feel 


this way about the future of dairying. Many dairy farmers are now discouraged about 
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the future and this change in attitude will be reflected in a decrease in milk production 
levels. 

One of the main deterrents to stabilized milk production has been the build-up 
of the cow herd which, in part, has resulted from depressed beef and cull cow prices. 
There are some indications that this situation may improve during the latter part of 1982. 
The Outlook for Livestock and Meat, published February 12, 1982, indicates that during 
the fourth quarter of 1981 choice steer prices at Omaha averaged 660.17 per hundredweight. 
This same publication is forecasting steer prices to increase to between $65.00 and $67.00 
per hundredweight this Spring. This would represent a price increase of almost 10% 
and should result in a strengthening of cull cow prices which would provide an incentive 
for dairy farmers to reduce their dairy herds. This, of course, would result in a 
decrease in milk production. 

The harsh winter weather experienced in Nebraska, Iowa, Minnesota and Wisconsin 
has already had an impact on milk production. Reports of freeze damage to cows is 
a common occurrence in these areas and has resulted in a large number of cows going to 
slaughter. This may explain the 2.2% decrease in milk production in Wisconsin during 
February. Another indication that changes are occurring in the attitude of dairy farmers 
and the production of milk is the fact that the milk production by members of Mid-America 
Dairymen in February was below February of 1981. This represents the first month 
in 25 months that Mid-Am's member milk production has been below the same month a 
year ago. We have observed that changes in the direction of Mid-Am members' milk 
production is followed two to three months by changes in national milk production figures. 
For example, when milk production began its increase, Mid-Am members were showing the 
increase two to three months before these numbers were reflected in USDA milk production 
figures. Likewise, when milk production has decreased, Mid-Am members' numbers have 
reflected this decrease two to three months prior to USDA milk production numbers 
reflecting this decrease. We believe all these factors are indicating that milk production 


will not continue to increase and, for that reason, we do not agree with projections or 


forecasts that indicate that milk production in fiscal year 1983, which begins October 1, 


aN | 

1982, will be above the level of milk production for the 1982 fiscal year. | 

This is not to say that we do not believe new legislation is needed or that action mu: 
not be taken. We do not believe that the adjustments that would take place in the | 
production of milk that would result from a harsh decrease in price support levels of | 
$2.00 to $3.00 per hundredweight are’ warranted. The present decrease in milk 
prices, along with high interest rates, has placed young dairy farmers in a tremendous 
economic bind that threatens their very existence as dairy farmers. These young dairy 
farmers must remain viable in order to maintain the productive capacity of the dairy 
industry to meet future milk and dairy product requirements for this nation. The 
impact on the income of dairy farmers must be cushioned as much as possible. We 
believe that the self-help program proposed by the National Milk Producers Federation 
is the logical course of action for the Administration, the Congress, and dairy farmers 
to pursue. This program provides dairy farmers with the tools to establish programs 
and procedures to deal with the milk production and the resulting products that they 
are generating. The self-help program, as contemplated by National Milk Producers 
Federation, would provide dairy farmers -- through the dairy board -- sufficient 
flexibility to deal with the supply-demand inbalance existing today and those that may 
exist in the future. We believe this is the best program for dairy farmers and one that 
should be supported by all parties involved. 


I thank you for the opportunity to present my thoughts to the Secretary. 





SUMMARY 


The supply and demand of milk and milk products is not balanced. We do 
not argue with that fact. The reasons for the lack of balance, and proposed solutions, 
are very important and sound logic must prevail to prevent disaster in all of 
agriculture. 

Unstable conditions prevail in all sectors of agriculture, including dairy. 
The instability has drawn assets from other agriculture enterprises into dairy. The 
additional assets have contributed to the increase in milk production. 

The instability in the overall economy and the accompanying high unemployment 
rates have resulted in decreases in milk consumption and increases in milk production. 

The solution is not to reduce the support price for milk by $2.00 to $3.00 
per hundredweight and lower dairy to the rest of agriculture. The solution is to 
increase farm income and improve the economic position of all agriculture, improve 
the overall economy and reduce unemployment, and allow dairy farmers to implement 


and operate their proposed self-help program. 


SELECTED FARM PRICES AS PERCENT OF PARITY 


YEAR CORN 
1974 eg 
1975 86 
1976 66 
1977 58 
1978 61 
1979 58 
1980 59 
1981 60 
1982 * 50 
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COMMENTS FOR PUBLIC DAIRY SYMPOSIUM 
March 22, 1982 
by 
RODNEY K. CARLSON 


Agricultural Marketing Analyst 


WE APPRECIATE THIS OPPORTUNITY TO EXPRESS OUR VIEWPOINTS CONCERNING THE 
PRESENT DAIRY SITUATION AND OUR VIEWS OF THE SHORT RUN OUTLOOK FOR DAIRY. 


FIRST THE QUESTION MUST BE ASKED; DO We HAVE A PROBLEM? THE ANSWER IS 
OBVIOUSLY YES! THE MAGNITUDE OF THE PROBLEM IS WELL STATED BY MR. MENGEL. I 
HAVE HAD AN OPPORTUNITY TO REVIEW HIS ESTIMATES AND HAVE NO DISAGREEMENT WITH 
THEM. 


THE SITUATION HAS NOT BEEN UNNOTICED BY DAIRY FARMERS AND THEIR COOPERATIVES. 
AS FAR BACK AS APRIL OF 1980 THE NATIONAL MILK PRODUCERS FEDERATION ADVANCED A 
PLAN TO THE CARTER ADMINISTRATION THAT WOULD HAVE EASED THE PROBLEM SOMEWHAT. 
THERE WAS NEVER ANY ACTION TAKEN ON THAT PROPOSAL MUCH TO OUR DISMAY. 


WE, AT LAND O'LAKES, HAVE EXPRESSED OUR CONCERN OVER THE SURPLUS PRODUCTION 
AND GROWING GOVERNMENT INVENTORY FOR SOME TIME. LAST FALL WE PROJECTED 
CALENDER YEAR 1982 MILK PRODUCTION OF 135.7 BILLION POUNDS AND CCC PURCHASES 
OF 14.6 BILLION POUNDS OF MILK EQUIVALENT. WE FURTHER EXPRESSED OUR FEAR THAT 
UNLESS ADDITIONAL STEPS WERE TAKEN TO MOVE CCC STOCKS THAT -UNCOMMITTED 
INVENTORIES BY THE END OF 1982 WOULD INCLUDE OVER 500 MILLION POUNDS OF 
BUTTER, ABOUT ONE BILLION POUNDS OF CHEESE AND 1.6 BILLION POUNDS OF NFDM. 


OUR CONCERNS AND THAT OF OTHER DAIRY FARMER ORGANIZATIONS HAVE CAUSED US TO 
DISCUSS THE SITUATION THROUGH THE NATIONAL MILK PRODUCERS FEDERATION. YOU 
WILL HEAR THE ALTERNATIVE THAT WAS AGREED UPON AS THE MOST ACCEPTABLE SOLUTION 
LATER ON IN THIS MEETING. LAND O'LAKES STRONGLY SUPPORTS THE ALTERNATIVE TO 
BE PRESENTED BY THE NATIONAL MILK PRODUCERS FEDERATION. 


IN RETROSPECT, THE DAIRY INDUSTRY PROBABLY DID NOT REACT QUICKLY ENOUGH TO THE 
WARNING SIGNS OF GROWING MILK PRODUCTION WHEN We REQUESTED EXTENSION OF THE 
DAIRY PROVISIONS OF THE 1977 FARM BILL IN 1979. THESE PROVISIONS UNDOUBTEDLY 
CONTRIBUTED TO THE IMBALANCE OF SUPPLY AND DEMAND. AS I SAID, A PROPOSAL WAS 
MADE IN EARLY 1980 TO HELP RECTIFY THAT PROBLEM. BUT THAT'S "WATER OVER THE 
DAM" AT THIS POINT. 


ANOTHER CONTRIBUTING FACTOR, HOWEVER,THAT STILL CAN BE ADDRESSED IS THE 
GROWING DEPRESSION IN OTHER SEGMENTS OF AGRICULTURE. THERE IS A PROBLEM IN THE 
DAIRY INDUSTRY AND WE CAN'T *IGNORE THAT. AT THE SAME TIME THERE IS A PROBLEM 
IN ALL OF AGRICULTURE AND WE SHOULDN'T IGNORE THAT EITHER. TO ILLUSTRATE, I 
REFER TO A UNIVERSITY OF MINNESOTA FARM MANAGEMENT SURVEY WHICH FOUND THAT THE 
AVERAGE NET FARM INCOME OF COOPERATING FARMERS IN SOUTH WESTERN MINNESOTA 
DECLINED 98 PERCENT FROM 1980 TO 1981. THE AVERAGE NET FARM INCOME WAS FOUND 
TO BE JUST OVER $1000 IN 198] FOR THESE FARMERS; AN OBVIOUS INDICATION THAT 
THERE IS A DEPRESSION IN THE AGRICULTURAL ECONOMY. A FACT FINDING SYMPOSIUM 
IS REQUIRED FOR ALL OF AGRICULTURE IN MY OPINION TO DRAMATIZE THE NEED FOR 


FURTHER SOLUTIONS TO THE ECONOMIC DEPRESSION OF AGRIBUSINESS. ALL AGRICULTURE 
IS TOO INTER-RELATED TO DISCUSS ONE AGRICULTURAL ENTERPRISE TO THE EXCLUSION 
OF ALL OTHERS. 


ONE FURTHER NOTE OF CAUTION; THE AGRICULTURAL ACT OF 1949 , AS AMENDED 
REQUIRES THE SECRETARY TO “ASSURE A LEVEL OF FARM INCOME ADEQUATE TO MAINTAIN 
PRODUCTIVE CAPACITY SUFFICIENT TO MEET ANTICIPATED FUTURE NEEDS". WE MUST NOT 
OVER-REACT TO THE OURRENT SURPLUS SITUATION TO SUCH A DEGREE THAT WE LOSE 
SIGHT OF THAT OBJECTIVE TO THE DETRIMENT OF AMERICAN CONSUMERS. 
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FARM EARNINGS SHARPLY DOWN BUT 
FARM SPENDING CONTINUES TO RISE 


Farmer-members of -the Southwestern Minnesota Farm Management Association 
spent an average of $290, 226 each in their communities during 1981, according 
to association records analyzed by University of Minnesota farm management 
specialists. 

Delane Welsch, extension economist, and Erlin Weness and Perry Fales, 
area extension farm management agents, who are preparing the association's 
annual report, add that the spending figure was an increase of 12 percent 
($31,000) over 1980. 

Data from 172 farms showed that an average of about $96,000 was spent on 
the farming inputs of fertilizer, chemicals, seed, feed, repair, and fuel, 
which is up 23 percent ($18,000) from 1980. 

Another $65,000 was paid to other farmers for livestock and custom work 
(down 12 percent or $9,000) and $21,000 was used to purchase machinery and 
equipment (up 26 percent or $4,300). 

Members spent $39,000 for use of other people's capital, of which $26,200 
was interest (up 32 percent or $6,400) and $12,800 was cash rent (up 9 
percent or $1,100). Local government (nroperty taxes) took $2,250 and $2,100 


was spent on the farm share of utilities. 


Returns to operator and family labor, management, and equity capital (net 
worth) declined 98 percent from $46,713 to $1,069! Major causes of this large 


decline were: 


— Rapidly falling crop prices. 
-- Increasing production costs, especially high interest payments. 


— Generally poor earnings by hog and beef cattle enterprises. 
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MINNESOTA FARM EARNINGS 
DOWN SHARPLY IN 1981 


Farm earnings in 1981 were sharply lower than in 1980 for most types of 
Minnesota farms, according to an early analysis of farm records. 

The records are those of farmers in southwestern Minnesota who cooperate 
with the Agricultural Extension Service and the Department of Agricultural 
and Applied Economics at the University of Minnesota. 

Delane Welsch, extension economist in farm management, and Erlin Weness 
and Perry Fales, area farm management extension agents in southwestem 
Minnesota, caution that these preliminary findings may change slightly as 
more records are analyzed. 

Farm earnings are defined in the study as returns to unpaid operator 
and family labor and management and equity capital (or net worth). This 
concept of earnings is an accrual concept, because in addition to cash 
receipts and expenses, it also includes changes in inventory of crops, 
livestock, and farm inputs, and changes in the capital stock held by the farmer. 

Average earnings thus defined for 172 farms declined from $46,713 per 
farm in 1980 co Gi,069. Of the 172, 104 farmers supplied detailed data on 


their net worth. For the 104, the average decrease in net worth was $10,450. 
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The large decline in farm earnings was caused primarily by three factors: 
-- Rapidly falling crop prices coupled with failure of crop farmers 
to adopt marketing strategies to cope with such drops. 
-- Increasing production costs, especially high interest payments. 
-- Except for dairy, a poor earnings performance by livestock, 
especially feeder cattle. 

Crop prices bear a large share of the blame, Welsch says. Corn and 
soybeans were held in inventory at $3 and $8 per bushel at the beginning of 
the year. At the end of the year they were valued at $1 and $2 per bushel 
less. This decline in inventory value was an important part of the drop in 
farm income. Low crop prices at the end of the year also meant that crops 
produced during the year were sold or went into inventory at prices at or 
below production costs. 

Returns above direct costs declined by $50 to $80 per acre for corn 
and by $70 to $100 per acre for soybeans. Corn yields actually increased 
about 15 percent on the record keeping farms from 1980 to 1981, but declining 
corn prices and rising operating costs brought down returns over all costs 
by $80 per acre. 

Soybean yields increased by about one bushel per acre, but declining 
commodity prices and rising costs resulted in a $98 per acre drop in return 
over all costs from this crop. 

Changes in overall farm operating costs varied among farm types; ranging 
from 1 percent to 30 percent, with no discernable pattern. 

Rising level of liabilities, interest rates and consequent. interest 
payments also reduced earnings. Interest payments increased by a range of 


0 to 60 percent from 1980 to 1981. One group of farms (crop and cattle feeding 


farms) paid an average of $35,159 of interest in 1981. That's nearly $100 
every day of the year:, Welsch says. 

While crop prices, operating casts, and interest payments were the 
major problems in the farm earnings story, feeder cattle and some hog enter- 
prises were also to blame, Fales says. Only dairy cows were earnings 
heros, at least in 1981. 

Milk production on the farms studied rose 500 lbs. per cow, or 4 percent 
(up to $13,524 1b/cow). Average number of cows increased by three head, or 
five percent (to 50.3 head/farm). Price received for milk sold was up 
nearly 6 percent on these farms. 

All of this contributed to an 9 percent increase in returns and net 
increases from livestock on dairy farms, but this was more than offset by 
a 25 percent decline in returns from the crop enterprise on these same dairy 
farms. 

"Aside from dairy farms, the livestock picture is pretty grim," Weness 
says. Farmers with crops and hogs saw feed costs holding steady to slightly 
increasing (about $2/cwt. gain). Returns above feed cost varied from a 3 
percent decline to an 1l percent gain over 1981. Returns above feed costs 
were generally in the range*of $9 - $9.50 per cwt. of pork produced. 

Farms with crops and feeder cattle saw feed costs rise by 7 percent, but 
average returns over feed costs more than doubled. The "on the average" 
obscurs the fact that about one-third of these farms had negative returns 
(losses) above feed costs )as compared to about one-half of the farms in 
1980). In addition, average returns above feed costs were only about $5.50/ 


cwt. of beef produced. 


Out of this return above feed costs per cwt. of pork or beef produced, 
the following costs must also be paid. First, direct costs of veterinary 
and medicine, miscellaneous supplies, trucking and hauling, marketing 
commission and utilities, can easily run to $4 - $6 per cwt. produced for 
hogs and $2 - $3 per cwt. for feeder cattle. 

Second, overhead costs such as repairs and maintenance of buildings and 
equipment, vary a great deal and depend on the production system being used. 

Third, interest is a big cost. For the typical hog producer, interest 
on total investment could run as high as $10 per cwt. For the typical cattle 
feeder, interest on the purchase price of the animal alone will run $7 - $10/ 
cwt. produced. 

Farms with crops, hogs and feeder cattle showed cost and returns movements 
similar to the crop-hog and crop-feeder cattle farms. Feed costs for both 
cattle and hogs moved up by two to three percent. : Returns above feed costs 
per cwt. of beef produced doubled, moving from a minus $3 - $5 (loss) to a 
plus $3 - $5 (gain). 

But these modest gains were more than offset by declines in crop returns 


and increased operating costs and interest payments. 


AN OVERVIEW OF DAIRY POLICY OPTIONS 


Andrew Novakovic 

Assistant Professor 
Department of Agricultural Economics 

Cornell University 


It seems clear that there is little disagreement that the current 
surplus milk production and large USDA purchases of and expenditures on 
dairy products is a serious problem having important consequences for 
the price support program and the future of the dairy industry itself. 


The basic issue for this conference and the issue facing all 
components of the dairy industry is what do we do about it? It is not 


my intention to tell you what should be done. Others will make specific 


proposals later. My purpose today is to: 


- discuss some of the general alternatives, 

~ try to focus some of the advantages and disadvantages 
of these alternatives, and 

- comment on why we have dairy programs in the first 
place and some of the conditions surrounding the 
current problen. 


What are Some of the Alternatives? 


Alternatives to the price support program have been discussed for 
the last 30 years. Many that we hear today have been kicking around 
for years. I don't want to dwell on a long list of alternatives, but 
I would like to point out the ones that come to mind and how I would 
characterize them. The alternatives range from fine-tuning efforts to 
radical departures from the current program. Many of these options do 
not relate to our current problems, but they are alternative ways of 
achieving price support policy objectives. 


I. Support farm prices by purchasing manufactured dairy products, 
as is currently done. The farm price goal is achieved by setting 


the purchase prices for dairy products at appropriate levels. 
Alternatives exist for the mechanisms used to establish the support 
price or purchase prices, such as: 


A. Use parity as the pricing standard for the support price, but: 


1. update the base year for the prices paid and prices 
received indices from 1910-1914 to something more current. 
(1967 is often suggested; this is the base year used for 
the Consumer Price Index.) 


II. 


cay 


2. the weights assigned to the components of the prices 
paid index could be changed to more accurately reflect 
the amount of each component used by dairy farmers, 
rather than the amounts of inputs used by all farmers 
as is currently the case. This is the so-called — 


dairy parity approach. 


3. the current parity formula uses the most recent monthly 
prices paid index and the most recent ten-year averages 
for the prices received index and the wholesale price of 
milk. Only the more current data on the prices received 
index and wholesale prices could be used to calculate 
a current parity price. 


ie Replace parity as the pricing standard with: 
1. cost of production, as calculated by USDA, 


2. an economic formula that may take into account several 
factors such as dairy product prices, supply and demand 
balances, cost of production, and so on, or 


3. prices determined by a public hearing, as is done with 
Class I prices in some State milk marketing orders. 


Ce Change other administrative procedures, such as: 


1. tying changes of support prices to changes in or pro- 
jections of price support purchases and/or expenditures. 
This is the so-called trigger mechanism. Quantity and 
dollar triggers are specified in the Agriculture and 
Food Act of 1981. 


2. changing the date on which support prices must be 
announced or requiring more frequent revisions, such 
as the semiannual adjustment which was used from 1978 
to 1980. 


3. creating more formal procedures for calculating and 
updating purchase prices. 


Support farm prices but not via dairy product purchases. There 
are a number of theoretical possibilities, many of which are 


fatuous. The two most likely options are: 


A. a direct payments plan that gives farmers a cash subsidy 
based on the quantity of milk sold. This is similar to 
the target price program used for grains. 
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B. Use federal milk marketing orders to support farm prices. 


Federal orders establish minimum Class and blend prices. The 
level of these prices is tied to the Minnesota-Wisconsin (M-W) 
price, which is influenced by the price support program. If 
the price support program did not exist, minimum order prices 
could be set in some other fashion; in fact any of the pricing 
standards discussed above could be used. Without government 
purchases, supply and demand would have to be kept in balance 
through price adjustments in manufactured milk markets. If 
Class III prices continue to be based on unregulated Grade B 
milk prices, Class I differentials could be adjusted to com- 
pensate for changes in Class III prices in order to achieve a 
blend price consistent with price "support" objectives. 
Establishing minimum prices in lower use classes in some other 
manner could become a problem if Class III prices became out- 
of-line with Grade B milk prices. 


III. A direct income subsidy could be given. This would be a cash payment 


IV. 


of fixed amount not based on an individual's milk sales, as opposed 
to-the direct payment alternative dicussed earlier. This would be 
more of the nature of an income subsidy than a price subsidy. 


Production control programs can result in higher prices or they can 
be used to limit milk surplus problems in conjunction with some kind 
of price support program. There are several types of production 
control or supply management programs including: 


A. dairy product import restrictions, either tariffs, quotas, 
or other non-tariff barriers to trade, 


B. culling incentives that subsidize, reward, or otherwise 
encourage culling beyond normal levels. 


C. production or marketing quotas that establish price penalities 
for over-quota milk; these are often called base-excess plans, 
and 


D. surplus pricing plans that work somewhat like a base-excess 
plan but without formal or complicated procedures for establish- 
ing a producer's base. In theory, a low, surplus-value price 
is paid for all milk estimated to be in excess of commercial 
needs with all producers sharing equally in the surplus price. 


Programs to stimulate demand can also be used to increase returns 
to producers; these demand side initiatives include: 


A. promotion programs for milk and milk products, 


B. marketing research and product development, 


SR 


C. consumption subsidies that enable people to buy dairy products 
who could or would not otherwise consume dairy products. 
Consumption subsidies can focus on either or both of the 
following: 


1. domestic markets, e.g. Special Milk, School Lunch, 
recent cheese distribution programs, military or 
other governmental use, or even broad price subsidies such 
as those commonly used for food in Second World countries, 
or 


2. export markets, e.g. P.L. 480, other international aid pro- 
grams, or even price subsidies to exporters as are used 
by many exporting countries in world trade. 


D. change product identity standards to require higher concentra- 
tions of nonfat solids and/or butterfat in milk or dairy products. 


VI. The final alternative to any public regulatory policy is deregulation. 
In this case that means abandoning the price support program altoget- 
her and perhaps milk marketing orders as well. 


Another aspect of these alternatives is how these programs would be 
administered. In general, I think there are 3 types of administrative 
organizations: 


Tr. Direct and exclusive Government control such as exists for the 
current price support program, import quotas, School Lunch, 
Special Milk and export assistance programs. 


II. Indirect or shared government control, implying that the affected 
parties have some choice in participating in a program offered by 


the government and/or some opportunities for direct input into 
decision-making processes or the administration of a program. The 
chief characteristic of this type of institution is that nongovern- 
ment control is involved but the institution could not exist or 
survive without governmental assistance or authorization. Examples 
of this type of administrative organization are milk marketing 
orders, marketing boards, and some promotion programs. 


III. Voluntary private control, such as is the case when a cooperative 
initiates promotion programs, base-excess plans, and the like for 
its members. 


It is possible for virtually any of the support program alternatives 
to be administered in any of these three ways; however, the administra- 
tive organization chosen to implement a program can profoundly effect 
the overall effectiveness of a program and the distribution of the 
benefits and costs of the program. 


How Do we Evaluate These Options? 


The current immediate imperative is to balance supply and demand and 
thereby minimize government purchases and expenditures. A corollary theme 
today is that deregulation in general is good and perhaps we should pay 
more attention to nonproducer interests. 


If these are our only criteria then the deregulation alternative 
looks appealing. But, I think it should be recognized that our immediate 
concerns do not reflect some of the good reasons why we have programs and 
that some of the historical problems used to justify government interven- 
tion in and regulation of the marketplace are still relevant concerns. 


I think there were three principal problems that led to the develop- 
ment of most agricultural policies in the first half of this century: 


1. low farm income relative to nonfarm income 


2. production and marketing risks were borne mostly by 
farmers 


3. inequality in bargaining power. 


These problems could very well re-emerge in a deregulated environment 
and thus merit our attention. 


As the gap between farm and nonfarm incomes narrowed over time, 
interest in income enhancement has waned and rightly so. I am optimistic 
that low farm incomes and serious inequities with nonfarm incomes will 
not become a major problem again, but we have not reached a stage where 
that prospect can be totally ignored. 


In recent years, price stability has clearly replaced income 
enhancement as the dominant public objective of the price support program. 
Prices can be stabilized above, at, or below market clearing levels. 

The remaining vestiges of the income enhancement objective led to a 
support program philosophy that preferred prices stabilized slightly 
above market clearing levels. The definition of acceptable price levels 
is changing as concerns for incomes decreases and program costs 
increases. 


The historical issues of risk-bearing and equality of bargaining 
power are related to the price stability objective. Dairy price supports 
have contributed to the solving or easing of these two problems by 
transferring most of the risk associated with seasonal or cyclical over 
production from producers to taxpayers. In so doing the bargaining 
position of cooperatives is strengthened; because manufacturing dairy 
products even in an oversupply situation is a viable, even good, 
alternative. Cooperatives have a manufacturing option when they deal 
and bargain with processors that they did not have prior to the 1930s. 
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Thus when we consider alternatives we must consider how well an 
alternative deals with the inherent problems of the market as well as 
its ability to satisfy our current short run desires. Although some 
would disagree, I think the fundamental problems of inequities in risk- 
bearing and bargaining power would re-emerge in a deregulated environment. 
I cannot say whether society would or should judge that as a fair risk 
for producers to take, but these are factors that should be considered. 


Sorting Out the Options 


It seems to me that the immediate need to reduce the over supply of 
milk has to be a dominant factor in selecting price support strategy. 
Nonetheless, my concern that some of the problems that led to the develop- 
ment of price supports would re-emerge and my feeling that those problems 
are real and probably merit some kind of government intervention, leads 
me to conclude that some type of program that addresses these fundamental 
problems is justified. Total deregulation is probably not desirable. 


So what program is best for today? Among the alternatives I mentioned 
earlier, I think almost all could work. Many of the alternatives dis- 
cussed in the past deal with problems that are not particularly relevant 
now, many never were relevant. For example, there has been much dis- 
cussion about modifying the parity standard or replacing it altogether. 
-Frankly, I don't think it makes that much difference, and that kind of 
"solution" misses the problem. 


When it introduced the flexible parity concept in 1949, Congress 
recognized that no formula aould establish support prices without help 
in the form of human judgement. Congress defined boundaries on the 
support price but left the specifics up to program administrators who 
are better able to respond to market situations in a timely fashion. 

As long as the principle of flexibility remains, and it should, I don't 
think it makes a great deal of difference what pricing standard is used. 
The boundaries set by Congress 32 years ago need to be changed and the 
current parity standard could be improved, but I do not think the current 
situation was caused because of the parity standard we use nor would our 
problem be solved by changing that price standard. 


What of the options that do not involve product purchases? Direct 
payments in whatever form are expensive when applied to milk. Fora 
given level of price or income support, the current program is cheaper. 


Increased reliance on federal orders to support prices is certainly 
an option, but I am afraid that doing so would draw further critical 
attention to a program that is already controversial enough in today's 
political environment. Federal orders serve an important role in 
creating an orderly marketing environment and should not, in my opinion, 
be used to enhance or overly distort prices. It should also be recog- 
nized that doing so would not necessarily solve the current problem, 
it could simply transfer the cost of the problem from taxpayers to 
consumers and processors. 


Various production control alternatives are often espoused in times 
of oversupply, but they repeatedly have failed to be endorsed. Cow 
culling is too expensive and impractical as a long run replacement of 
price supports. Tighter import quotas imply tricky and undesirable 
conflicts with our trade policy and would not be enough to offset more 
than 15 percent of the total oversupply now anyway. 


Production or marketing quotas have not been popular with producers 
in the past and are not in vogue politically these days. Some have 
suggested that a base-excess plan having an excess price lower than 
direct costs of production would be more effective in reducing production 
in a timely manner than an equivalent drop in market prices. This may be 
true, but this advantage, if it exists, does not come cheaply. Base- 
excess plans (or surplus pricing plans) require complicated and elaborate 
systems for determining who gets paid what for how much milk. This is 
unavoidable in any plan that seeks to give clear incentives to contrac-— 
tion and disincentives to expansion. Thus a costly infrastructure is 
required for determining the rules of the game. Moreover, biblical 
wisdom and patience is required of those who must decide on how bases 
are apportioned and how allotments can be changed or traded. 


Another important consideration is that the adjustment process that 
would take place with a base-excess plan is very different from what 
would occur with a simple price drop. With a base-excess plan, produc-— 
tion is reduced everywhere with few farms going out of business because 
of the pricing system. With a simple price drop, production is more 
likely to be reduced by farms going out of business. Either plan can 
be tailored to achieve a comparable impact on total production, but 
they can have quite different implications for future production 
adjustments. It is much easier to increase production after a period 
of contraction with a base plan. This is good if increased production 
is needed but not so good if a longer term, more permanent reduction 
is required. 


One last caveat about base-excess plans is in order. Such plans 
may result in inequities between buyers, depending on how the plan is 
designed. If the plan is such that one group reaps most of the benefits 
of paying the lower excess price, there is clearly an inequity. This 
is not uncommon and ironically it is often world importers that benefit 
from lower prices at the expense of domestic consumers. 


Consumption subsidies, whether domestic or external, are expensive, 
and when they apply to exports only, it is easy to see that they also 
are controversial. 


Other demand side approaches are less controversial but have other 
limitations. Promotion programs alone are highly unlikely to solve the 
current problems. Research and product development suggest some hope 
for future increases in the use of milk but such efforts clearly pay 
off in the long run and do not address the immediate problem. Changing 
product identity standards may increase milk sales, but they restrict 
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the range of products available to consumers. This approach must be 
justified at the farm. In any case, efforts on the demand side should 
not be discouraged, but it is highly unlikely that they alone will solve 
the problen. 


Finally there is the straightforward objective of reducing prices. 
Frankly, it is not clear to me that any plan is uniformly superior to 
another for an equivalent price reduction. No plan offers a magical or 
easy solution. Simple price reductions are the easiest administratively 
but may take a while to take effect and do not address program defects. 
Changes in parity, trigger mechanism and the like aren't likely to work 
any better in the short run and may or may not be any better or less 
mischevious in the future than the current program. 


The problem of oversupply will not disappear overnight under any 
plan yet there are those who want a plan that will quickly reduce govern- 
ment expenditures. Frankly, I can see no easy way to avoid $2 billion of 
government expenditures in 1982 and about the same amount in 1983 short 
of a budget ceiling or refusing to buy dairy products, which is tantamount 
to deregulation. Whatever specific form it took, deregulation would not 
solve the problem of oversupply in 1982; it would only transfer the cost 
of the problem from taxpayers to the dairy industry--mostly producers. 
Maybe taxpayers should be relieved of this burden, but deregulation would 
be a shortsighted solution. 


Predictions for 1983 are difficult to make, but a simple price Grops 
alone is not likely to make a large dent in production next year. 
Production adjustments will depend at least as much on corn prices, beef 
prices, and the strength of the overall economy. Without help on those 
fronts, milk prices would have to drop precipitously to eliminate over- 
production by next year, and the havoc that would follow would be worse 
than another $2 billion year for USDA dairy expenditures. 


Three Final Comments 


First, whatever change in policy is ultimately sought, careful 
consideration should be given to the adjustment process. For every 
proposal that is made someone should ask who will survive under this 
program and who won't. The answer is not always the same. 


Second, I am fearful that the frenzy for action-now and short run 
solutions will result in a less desirable long run situation than a 
more gradual approach. This relates to the adjustment process and who 
will survive. What will the dairy industry look like 5 to 10 years from 
now after we fix it today? Another aspect of this problem of long and 
short run is that we should avoid locking ourselves into programs that 
are complicated, messy and may have adverse long run implications simply 
because they achieve short run objectives. The idea that we could do 
something in the short run and then phase it out as it becomes less 
useful is tempting but may be wishful thinking. Radical changes in the 
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current program should not be adopted unless they have clear long term 
advantages or the cost of eliminating short run changes once they have 
served their purpose is very low. 


My third and final remark follows up on this theme; that is, don't 
panic. The dairy industry has faced similar problems before and survived. 
Overproduction problems in the fifties and early sixties were a little 
easier to handle, but we will survive this one also. This is not to 
Say that we can go blithely along ignoring the problem; obviously a 
response is in order. But neither do I think it is time to plunge 
wildly into unknown and untested waters; we are not that desperate. 

This is a time for action but not rash action. 


Although the dairy industry has survived similar trauma, the fact 
that these problems reoccur is also a lesson. It points to the failure 
of the system to finally solve such problems. In my opinion our current 
situation reflects a failure in the political process for allowing the 
situation to develop. It was not totally unforseen and could have been 
avoided in a less politicized environment. Perhaps we ought to also 
spend some time thinking how we could improve the political process and 
program administration so as to avoid such problems in the future or 
at least reduce their severity. 
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Introduction 


The seriousness of the milk surplus situation has been adequately 
pointed out at this meeting. There is no question that the milk price 
support program needs to be changed in order to address the milk surplus 
problem. For the past two months I in consultation with Wisconsin 
Congressman Steve Gunderson have been working on a dairy stabilization 
program that not only addresses the surplus situation, but also and 
most importantly does so without seriously disrupting the dairy farm 
structure. 

Through my work as an extension marketing specialist I have had 
the opportunity during February and early March to discussthbs proposed 
program with some 1500 actual dairy farmers and with many dairy leaders. 
The response has been very favorable. 


Basics of the Program 
A. The price of manufacturing milk shall be supported at 70 percent 


of parity, adjusted annually. 

B. The federal government is responsible for purchasing the first 
3.5 billion pounds, milk equivalent, annually. Any farm marketings 
in excess of 3.5 billion pounds would be purchased using assess- 
ments received from dairy producers. 

C. At the beginning of each marketing year, a National Dairy Board 
will estimate the amount of farm marketings in excess of commercial 
consumption including milk needs for the government food programs. 
If the amount is greater than 3.5 billion pounds, the National 
Dairy Board shall prescribe the percentage reduction each dairy 
farmer is expected to decrease his marketings to alleviate the 
surplus situation. Dairy producers will be encouraged through a 


price incentive to produce at their base less this percentage. 


D. Each individual dairy producer will therefore be assigned a 


base in the following manner: 

1. Farmers producing three or more years---a moving average 
of the last three years of production. 

2. Farmers producing two years, but less than three years--- 
the average of the first two years of production. 

3. Farmers producing one year, but less than two years--- 
the first year's production. 

4. Farmers producing less than one year or new producers--- 
assigned a maximum base of 500,000 pounds in discretion 
of the State Dairy Commission. 


E. These bases are not saleable but are tied to the dairy production 


facility. If a production facility is sold, the purchaser obtains 
the existing base upon application and approval of the State Dairy 
Commission. A renter obtains the existing base of the rented 
facility. If no base exists, the renter is treated as a new 
entrant. Bases are lost if not utilized for one year and at 

which time the State Dairy Commission may reallocate the base, 

or any portion thereof, to another producer. First priority goes 
to beginning low net worth producers, second priority goes to a 
beginning producer who is joining an existing producer in his 
family and expanding the family production facility. 

. Assessments against the marketings of individual dairy farmers will 
be determined by the National Dairy Board as follows: 

1. No assessment against those producers marketing at or less 
than his base less the percentage reduction set by the 
National Dairy Board. A support price of 70 percent of | 
parity will be applicable for 100 percent of their marketings. 
This is estimated to be $13.95 for the 1982/83 marketing year. 

2. Those producers marketing 100 percent of their base will | 
receive an assessment against that percentage reduction set 
by the National Dairy Board. On that percentage it is | 
estimated that the net price would be $6.45 for the 1982/83 
marketing year. . 
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3. Those producers marketing over 100 percent of their base 
would be assessed the same as number 2 for their base 
marketings, and be assessed an even greater penalty for the 
amount of over base marketings. Over base marketings would 
receive a net price of only $5.00 for the 1982/83 marketing 
year. 

The assessments shall be large enough to reduce the surplus problem 
and shall approximate, as nearly as possible, the amount necessary to 
purchase excess dairy production over 3.5 billion pounds, milk equivalent, 
and the expenses of the National Dairy Board and the State Dairy Commiss# -ns 

The assessments will be placed in a special revolving account that 
will be used to purchase excess dairy marketings and pay for the expenses 
of the National Dairy Board and the State Dairy Commissions. The proceeds 
from sales of dairy products purchased by assessments shall also be 
placed in this account. 

Assessments will be determined on a quarterly basis by comparing 
current quarterly marketings with an amount equal to one-quarter of the 
producer's base. The assessment will be collected by the plant or 
organization writing producer checks in equal one-third payments out 
of the producer's next three milk checks. 


Administrative Bodies 
A. A NATIONAL DAIRY BOARD will be appointed by the President and 
confirmed by the Senate made up of twelve (12) members. 

1. There will be eight (8) members who are dairy producers from 
eight different production areas recommended for membership 
by producers or producer organizations; one (1) member from 
the dairy processing industry; two (2) members from the 
general public; and the Secretary of Agriculture or his 
designee. Three-year staggered terms. 

2. The National Dairy Board would have the final authority to: 
a) determine the percentage reduction in total dairy marketings 
necessary to bring production in line with consumption; 

b) determine the assessments on marketings in excess of that 
prescribed by the Board; c) determine how any surplus in the 


revolving account will be allocated (including the power 
to refund a portion of the same to the producers); and 

d) hear appeals of base determinations of the State Dairy 
Commissions. 

3. In addition, the National Dairy Board shall have the power 
to advise, recommend and submit proposals to the Secretary 
of Agriculture and the President on: a) the development and 
enhancement of domestic markets; b) the development and enhance 
ment of foreign markets; and c) dairy product research. 

Each state shall have a STATE DAIRY COMMISSION made up of five (5) 
dairy producers from that state appointed by the Secretary of 
Agriculture for staggered three-year terms based upon the 
recommendations of dairy producers and state dairy producer 
organizations. 

1. Each State Dairy Commission shall: a) review and approve 
applications for transfers of base from one producer to 
another if the applications comply with the law; b) reassign, 
in their discretion, unused bases; and c) grant producers 
increases in their bases in hardship circumstances in which 
cases they have the authority to increase a base by the 
estimated lost production due to the hardship. 

2. <A State Dairy Commission is not required to reassign an 
unused base. If it chooses to do so, first priority goes 
beginning low-net worth producers, second priority goes to 
a beginning producer who is joining an existing producer in 
his family and expanding the family production facility. 


CRART ASSUMPTIONS 
1. The farmer has a herd of 40 cows, each producing, 12,500 lbs. 
annually, for e total annual production of 500,000 lbs. 
2. FY ‘83 dairy support price under the Farm Bill is $13.25/cwt. 
3. The farmer's three year average production is 500,000 lbs. 
4. Cost of production per cwt: 


Variable costs--feed $6.00 


other $2.00 
total nae 


Fixed costs $4.80 
Full costs $12.80 


5. Cull cow price--$400/cow. 


6. A National Dairy Board has determined that there will be 10 percent 
too much dairy production in the United States in FY '83 (the 1983 


milk marketing year). 
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Advantages of This Base Plan Proposal 


It offers a dual incentive to producers to cull cows and reduce 
production. By reducing production and marketings in times of 
surplus, the producer is awarded through a higher price and a larger 
net income. Producers will reduce production if by doing so, a 
higher net income is realized so that production and living expenses 
may be met. Past proposals and the National Milk Producer's Feder- 
ation proposal penalizes a producer who cuts production in the same 
manner as a producer who expands production and thereby does not 
offer a positive incentive to reduce production. History shows 
that there is a tendency for producers to increase rather than 
decrease production, at least in the short run, if merely price 
is reduced. All they can think of is expand production to meet 
their cash flow needs. This was true when the April 1, 1981 
adjustment was foregone and when the October 1, 1981 support price 
was left at $13.10. 

The second part of the incentive is that producers can see that 
if they expand,their average price drops significantly, resulting 
in a lower net income. We need to demonstrate to the producer that 
it is not how many cows you milk but rather what is the profit per 
cow. For example, our 1980 Wisconsin data showed that for a holstein 
herd with an average production of 10,000 pounds per cow, it cost 
$14.86 to produce 100 pounds of milk compared to only $11.93 for 
herd average of 16,000 pounds per cow. This assumes full cost of 
production and under specific assumptions, but it illustrates a 
point. With these costs in order to make $15,000 of labor and 
management income for the producer a 10,000 pound herd average 
would require 366 cows and milk sales of 3,660,000 pounds. However, 
for the producer with 16,000 pounds per cow only 32 cows are required 
and milk sales of only 512,000 pounds. Thus better management and 
more milk per cow does not cause a surplus milk situation, but rather 
the surplus is caused by adding more low producing and unprofitable 
cows. This proposal recognizes this concept and rewards those 
producers who cull their poor cows that are not making a profit but 
merely contributing to the milk surplus. 
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The young or low-net-worth producer is offered some assurance of 
survival under this proposal. Even if this type of producer main- 
tains the same level of production, he will not receive a lower 
price but actually some improvement in price ($13.20). These 
producers cannot afford a $6 - $7 per hundred weight drop in 
price for 10 percent of their milk resulting in average milk 
price of at least a $1.00 lower than currently receiving. All 
you need to do is visit with a few young dairy farmers and credit 
institutions to bear this out. Credit institutions are fearful as 
to the consequences of.some changes in the milk price support pro- 
gram being suggested. 

Concern is always expressed over the young farmer's ability to 
get started in farming, to obtain financing. FHA is directed towards 
this very issue. Yet some are now suggesting let's drop market prices 
and put these individuals out of business. This really concerns me 
because many of these young farmers who are well educated are the 
better managers and most efficient operators in the dairy industry. 
However, they are caught by high interest rates, increased operating 
costs and a possible drop in their milk price of $1.00 or more per 
hundred weight. In contrast some older farmers with little debt can 
do a poor job of management and yet survive. In fact, they even 
have an income tax problem. These older farmers will quit dairying 
in a few years through retirement. We can't afford to lose our good 
young and progressive dairy farmers, however. 

The program has a 3 year moving base. This allows a producer to 
improve feeding, and breeding, management and get a 1 or 2 percent 
increase in production per cow per year without being penalized. 
This is more feasible than adding more poor producing cows. The 
program awards good management and discourages poor management. 

The surplus is created by expanding and adding more cows. This 
proposal particularly addresses that issue. Assessments are greatly 
higher against producers who expand in times of surplus production. 
Government costs for the milk price support program are reduced to 
well within budget guidelines. Government purchase costs for 3.5 
billion pounds of milk equivalent would total about $540 million. 
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The ptogram offers flexibility in making adjustments in assessments 
against producers so as to effectively reduce surpluses. 

The program will not result in an over-reduction in the milk supply 
by forcing a number of young or low-net-worth dairy producers out of 
business and with a result in 2 or 3 years a shortage of milk and 
rising consumer prices. Thus, it assures consumers a continued 
adequate supply of milk at reasonable prices even after the surplus 
problem is solved. 

Dairy producers appear to be very receptive to this base plan idea. 
At least I get that reading loud and clear in Wisconsin. This appears 
to be very true among younger farmers. I can honestly say that seldom 
have I had an extension meeting this fall and winter with dairy pro- 
ducers where some producer, and often a younger producer, hasn't 
suggested a quota or base plan. These young farmers are fearful 

of other proposals that lower their milk prices $1 or more per 
hundred weight. They are concerned that this will put them out 

of business. I receive calls daily from young farmers with a 
concern over lower prices. 

This program would be well received by agricultural credit institu- 
tions. Because of the stability of the dairy industry, agricultural 
credit institutions have been able to extend credit to dairy farmers 
to a greater degree than for most other types of agricultural enter- 
prises. If milk prices are merely reduced, credit institutions will 
advise that their credit customers milk more cows to meet cash flow 
needs. This type of advice is currently taking place. However, we 
can show through this base program that their credit customer can 
actually increase net income and meet cash flow needs by cutting 
back. 

I believe that the positive approach of this proposal to reduced 
production will bring about a quick solution to the surplus problem. 
A reduction in milk marketings of about 5 percent in the first year 
of operation appears reasonable. This would put milk production at 
about 128 to 129 billion pounds for 1983. In addition a 1 percent 
increase in commercial milk sales would result in a milk surplus of 
only 3 to 4 billion pounds by the end of 1983. This is a quantity 
of milk that can be utilized in government programs. The calculations 
on the last four pages demonstrate how quickly the surplus milk 
situation may be solved under this base plan. 
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Amount of an Individual Farmer's 
3 Year Base Needed for 10/1/82 - 9/30/83 


Farm Production Farm Marketings 
- =- - (Billion Pounds) - - - 


HOP 79" =—-9730/ 80 MST hs) 124.9 
10/1/80 - 9/30/81 eee 7 12990 
LOy1/ 81 - 9/30/82 135% 5 138.05 
AVETAagGe. Ais). ses". LS ing) 12932 
3 Year Moving Base = 129.2 
10/1/82 Beginning Commercial Stocks = on6 
10/1/82 Government Stocks eae 14). 0 
Total Base Plus Stocks = 148.8 


Plus Imports 2.4 





Overall Total. = 151.2 

10/1/82 - 9/30/83 Total Use: 
Commercial Use = 124.1 
| Ending Commercial Stocks = 6.0 
Totals: f = 130.1 


Amount of 3 Year Base Needed: 
ILATOy eR Smeets reo sta A 


Thi speconsicers moving, out all old CCC. stocks as well. 


1981 1982 1983 

--(Billion Pounds) --- 
Production PSZ2e4 13 7, 128.9 
Farm Sales LS ORO Wess 8) 126 3D 
Commercial Sales 120.3 2 ea] L229 
Excess Over Sales 9.7 eG hele 


The double incentive to reduce production makes the above 
excess reasonable. 
1) A drop in average price if exceed base. 


2) An increase in net income if reduce production. 
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STATEMENT 
R. F. Anderson Executive Director 


National Cheese Institute, Inc. American Butter Institute 
Before Dairy Symposium 


Kansas City, Missouri March 22-23, 1982 
My name is Robert F. Anderson. I am Executive Director of the National 
Cheese Institute and the American Butter Institute. The following 
comments are mine, as the short time span between the announcement of this 


symposium and its call, precluded formal approval by the respective Boards. 


The butter and cheese industries are two of the three engines that help make 
the price support system work. The dairy price support system calls on butter, 
nonfat dry milk, and cheese producers to perform an important function. They 
are the mechanism needed to move surplus milk in the form of cheese, butter, 
or nonfat dry milk to the government at CCC announced prices, which in turn 
makes it possible for the market prices for farm milk to reach the price 
support goal. These stocks of dairy products assure consumers of steady 
supplies, but they also depress market prices as well as profits. The dairy 
support system has worked as intended. However, it has worked best when 
market forces were permitted to function with the minimum of government 
mandates. The current extreme imbalance is the result of several unfortunate 
circumstances. We are aware adjustments, under the dairy program enacted 
last year, are not going as fast as the Secretary wants. The need for action 
is apparent. But the momentum for growth was so strong that it will take 


more than a few months to redirect our milk supply capacity. 


Under the price support program, it is axiomatic that if consumption of any 


dairy product falls, or if milk production builds beyond need, milk is ultimately 


diverted to butter, nonfat dry milk, and cheese as the products of last resort. 
I say this because manufacturers of these three products receive the blame for 
the burgeoning government stocks. Whereas, if blame is to be assessed, it 


should be metered out to the entire dairy industry from farmer to distributor. 


ms AS 


Government policy can take its share as well. That is why a meeting, such as 
this, is helpful. Everyone's definition of the problem can be heard and 


solutions considered. 


This symposium reminds me of the ancient fable about the ruler who sent four 
blind men to study an elephant and report back to him the characteristics of 
the huge beast. After the examination, the four returned and each gave a 
different description. The one standing at the head and studying the trunk 
said it was a snake, the short one on one side who felt the leg said it was a 
tree trunk, the tall one at the other side said it was a wall and the fellow 


at the back grabbed the tail and proclaimed it a rope. 


That is not to say we are blind, but rather we don't all look at the dairy 
surplus elephant in the same way. Further, the persons hearing and acting on 
the individual reports of the "elephant's" characteristics should realize that 
each bit of information adds a clue to its identity. For this reason, all of 
the proposals made yesterday and today should be carefully considered. I 
suggest resolution of the following five factors would help solve the problem. 


- Adjustment of herd size 


More rational relationships between dairy products and other foods 


Increased export of agricultural products including milk ingredients 


Information to monitor our progress out of the present maze 
- Research and development plus promotion 
1. Adjustment of herd size. 

A dairy farmer is a thinking businessman who must meet certain financial 
obligations, provide income for family members who try but can't find urban 
employment, and if other agricultural uses of the land are not as profitable 


may decide to increase dairy herd size. 
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This decision will not reduce the surplus situation unless the need for the 


additional milk increases dramatically, an event not likely to occur. 


On the other hand, a decision by the dairy farmer to reduce herd size or to 

get out of dairying would be the result of declining income from dairying, 
improved off-farm employment, or more profitable use of the land for other 
agricultural endeavors. These are individual decisions that will be made after 


due consideration of conditions. But prudent reductions seem to be required. 


2. More rational relationships between dairy products and other foods. 

The dairy price support program provides an incentive to maintain a supply 
of milk at stable prices. The level at which such prices are set by government 
should not discourage consumption of milk as it competes with other foods for 


consumer acceptance. 


3. Increased export of agricultural products including milk ingredients. 

We know the dairy farmer can produce an abundance of milk efficiently. We 
are also aware of a potential market for our dairy products in the world. But 
in recent years, U.S. supply and world demand for our farm products has not 
included dairy products. Probably because our prices are too high and because 
we do not make the type of dairy product or dairy based foods desired by other 
countires. Both price and our non-recognition of national or ethnic preferences 
contribute to our inability to establish and expand international trade in dairy 
products and foods containing dairy ingredients. To increase world use of our 
dairy products in the future, these factors should be carefully examined and 


worked on to see if we could enter the arena. 
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Bartering is a tactic that should be used to deal with the problem of today's 
surpluses. Certainly there are governments or agencies in the world with 
minerals of other basic commodities, which need, and thus would barter for, 
Our government owned dairy products. Tin, copper, oil, nickel, and buaxite 


can be stockpiled in this country for future use. 


I wonder if the USSR would consider withdrawing some missiles or troops in 
exchange for butter or cheese or nonfat dry milk? In this same vein, the State 
Department often accuses the dairy industry of trying to start a dairy war. 


Why not try a dairy peace initiative? 


4. Information to montior our progress out of the present maze. 

To chart a course out of the present severe problems of dairy surplus and 
increased costs of government support payments requires a consistant flow of 
accurate information. As a former navigator, I know you are not going to get to 
the target and back if you can't track where you've been and where you are, 


especially if all hell is breaking loose around you. 


So, I'm disappointed to see the USDA's Statistical Reporting Service eliminate 
weekly butter and cheese production reports, data on the milk/feed ratio and 
cut back to a quarterly report on cold storage holdings and dairy products 
production records. These are vital statistics that must be available on a 


regular and prompt basis to guide management decisions. 


Frankly, the elimination or reduction of this information makes as much sense 
as the ruler who upon hearing bad news from a courier, had the courier's head 


lopped off. 


See 


Or, it recalls the story of the ruler sending blind men out to report on the 
characteristics of an elephant. We need to go after this problem with all the 


vision and foresight possible. 


Mr. Secretary, these are important reports, especially with all hell breaking. 
loose. Please reconsider this decision which must have been made without 

considering the severe problem we are discussing today. If a more streamlined 
report is needed, or if a fee for use is required, I'm sure the industry would 


understand and cooperate. 


5. Research and development plus promotion 

As stated earlier, there is enough blame to go around, but there is also 
enough work to go around. Promotion of dairy products has been good, but it 
could be better. Every single use of milk that can be thought of should be 
exploited. Dairy products should have the quality that make them the number 
one choice by the consumer. New uses, new products and expanded use of 
traditional dairy products coupled with aggressive promotion will help reduce 
the problem and return dairying to its properly respected place in the food 


industry. 


Thank you for this opportunity to contribute to the resolution of the dairy 


surplus problem. 


Remarks of F. B. Daniel 
for 


National Farmers Union 


before 


The National Diary Symposium 
The Marriott Hotel 
Kansas City, MO. 
March 22-23, 1982 


Mr. Secretary, honored guests, ladies and gentlemen. I am F. B. 
Daniel of St. Paul, Minnesota. I am happy for the opportunity to speak 
today for National Farmers Union. Our membership includes many thousands 
of family dairymen. However, the implications of what we do here today 


do affect al) farmers. 


Recent reports have been circulating out of Washington pointing up 
the “intolerable” nature of our dairy program. These articles invariably 
point to the current excess supply of milk being produced by American 
farmers, and then proceed to show the expense of maintaining our current 
structure. As a result, dairy producers are unfairly maligned by writers 
and various spokesman who do at the same time illustrate they have almost 
no understanding of the real situation in farming today. But you know 
there is a saying, "repeat a thing often enough and people will came to 
believe it." 


One gets the impression from talking with many consumers that they 
believe dairy farmers' store of money is as large as the nation's store 
of milk. Needless to say, they're wrong. Editorials in many metropolitan 
newspapers have called for the abandonment of our dairy program. Both 
elected and appointed officials have gotten into the act of ridiculing 
farmers and the products they produce. Only a few days ago the American 
public was shown a picture of a piece of moldy cheese, supposedly repre- 
sentative of the seemingly wreckless abandon of American dairy farmers. 
Such conduct on the part of any public official in our opinion, brings 


embarassment and shame to the office. 


We understand that it's difficult for people to comprehend a system 
that last year accounted for a 10% excess supply of milk. But public 
sarcasm will do little to raise the necessary awareness and appreciation. 
We need an atmosphere which will promote and foster a healthy discussion 
of programs and alternatives. We do not need the insults, innuendos and 


half-truths which are so increasingly apparent of late. 


Let me say here we do not come to this hearing in any adversary 
role. The dairy program is in need of change and debate. It is 
our firm belief that the time has come to temper differences and strive 
for areas of agreement. So we welcome the opportunity to be here and we 


hope the proposals we offer will be beneficial. 


We would preface our proposals with two rather pertinent observations. 
One, the current condition in the dairy industry is neither the sole 
creation nor responsibility of diary farmers. Equal responsibility rests 
with government policies which have had the affect of keeping local 
grain and livestock prices well below current costs of production. Many 
months of impossible cow and feed grain prices have caused a lot of farmers 
to shift to milk production just to cut their losses. Milk has been about 


the only farm commodity with any hope of turning a profit. 


Farmers, just as any other Americans, want and need some return on their 
investments. Any they keep hoping they might even get something for their 
labor and that of their families! 


Surely we can agree now that neither farmers nor this nation are well 
served by farm policy written on a commodity-by-commodity basis. We need to 
look at the total picture. As demonstrated by milk and feed grains, the 


policies we adopt for one farm product will impact the operation and success 


of the other commodity programs. 


The futures and fortunes of all farmers are linked together. Either we 
move toward success together or we will eventually go down together. The 
divide and conquer strategy has effectively diffused the voice of agriculture 
in Washington, but it has no place in any real effort to develop a cohesive 


and integrated farm policy. 


An equal share of the blame for the current dairy situation must be 
attributed to both public and private financial institutions. Lending 
authorities for several years have encouraged and at times have actually 
insisted upon a shift to dairying, because if offered cash flow and a 
reasonable prospect for making a living. This is particularly true for 
young farmers. Any future changes in the dairy program must be done with 


appreciation for the debt-ridden condition of most young farmers today. 


Our second point is simply that the Administration got exactly what 
it wanted last year with the dairy program. Its initial victory was in 
the bypassing of the April ist price-support adjustment. Then, last fall 


the Administration succeeded in setting dairy support prices at their lowest 


level in 30 years. It is since these actions were taken that we have seen the 
most dramatic increase in milk production. And that really ought not suprise 
anyone. When net farm income is reaching depression levels, and bank loans — 
at exhorbitant rates of interest — still must be repaid, farmers are naturally 
going to try to maximize their output in hopes of meeting fixed costs. Most 


have no choice. 


Unfortunately, we seem to be making the same mistake with other commodity 
programs. In the 1977 Farm Bill the loan rate for corn was 2¢ above the cost 
of production. Now it's 70¢ below. The wheat loan rate in 1977 was 20¢ below 


cost of production. Under the new Farm Bill it will be more than $2.00 under. 


We really cannot wonder that U.S.D.A. projections show planting intentions 


less than 1% under last year; and that indications for crop set-aside are 


less than promising to say the least. 


Our reason for being here today is to share in the examination of steps 
which must be taken to improve and bolster our dairy program. What can we 


do to bring supply closer in balance with demand? 


National Farmers Union has created a committee of dairy farmers, Ag. 


business leaders and consumers which will no doubt have some recommendations 


soon. While this group has not issued a report to date, I think I can indicate 


basically where Farmers Union believes dairy policy must go. 


We start with the belief that American farmers and policy makers must 
accept thé concept of production controls. It is a proposition many people 
find difficult. But the time has come to face reality. We do not believe 


that current conditions can be rectified through increased consumption. 


We are kidding ourselves, however, if we believe that cutting the 
price of milk to farmers will reduce milk output. It has not worked and 
will not work for reasons previously mentioned. We do not discount or 
discourage promotion. But we think experience of the recent past has 
demonstrated production problems will not be resolved through public re- 
lations and checkoffs. We cannot accept a mandatory promotion checkoff as 


@ principle part of the solution to the problem at hand. 


Political manipulations which have pitted commodity against commodity and 


farmers against farmers have resulted in gutting all commodity programs. I 
think many farmers sre now beginning to realize they've been sold a bill of 


goods. 


We are in accord with and have long advocated self-help programs, in- 
cluding supply management for most farm commodities, including dairy. But 
let me hasten to add that any such program, to be successful, must be a 


partnership of producers and government. Dairy farmers did not create this 


problem of excess production and bulging CCC warehouses alone. They cannot 
end must not be expected to resolve the problem alone. There are just too 
many influences over which dairymen have no control, including ruinous grain 


prices and federally imposed export restrictions. 


Producers, consumers and government have a shared interest in this 
matter and must pursue it in concert. Government, for example, cannot tell 
farmers they must resolve the problem while forbidding them to use productinn 


quotas. 


One essential element of the solution we seek must be a reduction in 
milk production. And we submit, many years of experience in trying to bring 
nationwide commodity production in line with market demand have demonstrated, 
that to be successful, incentives and/or disincentives must be part of the 


program. 


We have the capability, through our county ASCS offices, to compile 
production history for milk just as we now do for wheat and feed grains. Ours 
is a free society. We cannot demand compliance. But there should be a 
price for any producer or production area whose unbridled production negates 
the good efforts of the majority of milk producers who are paying the price 


of curtailed production. 


Farmers must have freedom to devise programs of discipline within their 


numbers and the support of their government to implement those programs. 


I repeat, cutting a farmer's milk check below cost of production is 
in itself not an exceptable way to seek the necessary reduction in milk 
production. Doing so is certain to eliminate thousands more family farmers, 
a big percentage of whom are the coming generation of milk producers. The 
result will be that a still greater percentage of our total milk supply 
will have been shifted to producers who are motivated primarily by the 
current price ratio of milk and feed grains. When that ratio changes, 


their sell-down can be as rapid as their growth has been. 


Before we consumers - all of us = conclude that we don't care whether our 


milk and meat and grains are produced by corporations or family fiarmers, we 


would do well to remember that unlike a new home, a new car, new furniture, 
new clothes or almost anything we buy week to week, not one of us can 
postpone until next year, or even next month, our purchase of food because 


the corporations who produced it are asking to high a price! 


In summary, we believe that cutting the milk price to farmers has 
been counter productive. We believe the problem before us calls for the 


best efforts of farmers and government working in consort. We believe that 


supply management based on incentives and/or disincentives is essential 


to this effort. 


We do not see checkoffs and promotions contributing significantly to 
the solution we seek. We believe in periodic producer referendums. And 
we firmly believe that members should vote individually or votes cast on 


their behalf counted proportionally in any referendum. 


We are convinced the hour is right to improve, not dismantle, our 


national diary program. 


FARMERS UNION 
Milk Marketing Cooperative 
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I am Stewart G. Huber, president of the Farmers Union Milk 
Marketing Cooperative, a marketing and bargaining association 
of 6,200 family dairy farmers in Wisconsin, Minnesota, Illinois, 
Iowa and Michigan. 

I am an active dairy farmer, milking 85 cows in partnership 
with my wife and sons on our farm in Clintonville, Wisconsin. 

I appreciate the opportunity to testify here today at this 
public dairy symposium called by Agriculture Secretary John Block 
to discuss the current dairy situation. 

It would be an understatement to say there are problems in 
the dairy industry. We're in trouble. We are well aware of that. 
As detailed by U.S. Department of Agriculture officials and others 
here at this meeting, milk production is outstripping consumption 


by over 10 billion pounds a year. 
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We in the industry know that cannot continue. Farmers are 
concerned about the cost of the program. They do want to reduce 
both the program's cost and the surplus stocks. But let me tell 
you that farmers are also concerned about the national media 
campaign which is being orchestrated to portray them as greedy 
abusers of federal assistance in an attempt to persuade Congress 
that support levels must be cut drastically. 

Dairy farmers, individually, feel helpless in the present 
situation. They know production must be reduced to meet demand. 
They, better than anyone, understand the folly of producing milk 
without a market for its consumption. But they also must face 
economic reality on their farms every day of the week. They 
know they must have sufficient income to pay their bills and 
provide an adequate income for their families. 

While many view them as the cause of their own problems, they 
know they're really the victims...victims of a depressed economy-- 
in agriculture and throughout the country--and victims of a failed 
National economic recovery policy. 

The constant effort to direct public scorn and ridicule 
toward dairy farmers does nothing but divert attention from the 
government's failure to solve the economic problems that have 
caused the present situation in the dairy industry. 

Clearly, the nation's agricultural economy is in a depression. 
USDA projects that 1982 net farm income will drop to $14.5 billion, 
a decline of 30 percent from 1980's $22 billion level and even 
13 percent less than farmers made last year when they were squeezed 
tremendously by high interest rates and low commodity prices. 
Incredible as it may seem, interest outlays by farmers are projected 


to exceed net farm income this year by some $5 billion! 


During this period of high interest rates and depressed farm 
income, dairy has been one of the few commodities providing 
producer returns even approaching production costs. The combination 
of cheap grain prices and poor returns for beef and pork has resulted 
in increases in dairy cow numbers and in farmers feeding higher 
quality and quantity feed to their herds. 

The impact of cheap grain cannot be emphasized enough. 

Unable to get adequate returns from grain markets, many producers 
have increased their herds to utilize the cheap grain. Moreover 
the greatest production increases in the nation have come in 

feed deficit areas where producers rely on purchased grain supplies 
to feed their herds. 

In my home state, Wisconsin, dairy farmers added 10,000 cows 
to the state's herd total last year. But with 45,000 dairy farmers, 
that's less than one cow added for every four farms. On the other 
hand, California's 5,600 milk producers (purchasing the bulk of 
their feed supplies) added 30,000 cows during 1981. That averages 
out to an additional five cows per farm. And last year's increase 
is on top of a 25,000 head increase in 1980 over 1979 levels. 

From January 1979 to January 1982, California producers brought 
81,000 additional cows into the nation's herd total. That's an 
increase of nearly 15 cows per farm, largely due to cheap feed. 

In this depressed economy, dairy farmers have simply re- 
sponded to today's economic challenges the only way they can-- 
by increasing productivity and efficiency. Faced with rapidly 
rising costs and high interest rates, dairy farmers have compensated 


by trying to increase their milk check to cover those added expenses. 
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It is ereriohs that increasing productivity is the very challenge 
President Reagan has issued to the nation; dairy farmers meet that 
challenge and are told their action is embarassing, intolerable, 
unacceptable. Should they be faulted for doing everything in 
their power to maintain their economic status and improving their 
efficiency? 

Dairy farmers are also bewildered by their government's stated 
committment to reducing the cost of the dairy price support program 
when opportunities to accomplish that objective are rejected. 

The U.S. Department of Agriculture acknowledges that imports 
of the milk protein casein are displacing sales of domestic 
nonfat dry milk, forcing the government to purchase more milk 
powder than it otherwise would. But when dairy farmers ask their 
government to limit casein imports, a move which would strengthen 
the nation's dairy economy and reduce government support program 
costs, the government denies the request. 

There is no question that we could convert much of the 
government's 900 million pounds of nonfat dry milk stocks into 
casein and use it in place of the 150 million pounds of casein 
which the U.S. will import in 1982. Since roughly three pounds 
of nonfat dry milk are needed to manufacture one pound of casein, 
this measure alone could cut nonfat dry milk stocks in half. 

The government's program to distribute dairy products to 
needy Americans is a positive step. But it is clear that much 
more product could be provided for both domestic and foreign aid 
donations. The government's unwillingness to use food aid as 
a positive instrument of foreign policy in unfortunate. We think 
it is wrong to discourage food aid to needy countries while 


focusing instead on increased military aid. 


We all hear about the tremendous cost of the dairy price 
support program. Purchase outlays are called the net cost by 
government officials who ignore the fact that much of the 
product is used in various government programs--for the military, 
schools, for the poor and elderly--without crediting the cost of 
such donations to the Agriculture Department budget. 

And while officials express concern over growing government 
dairy stocks, many of the programs that provide an outlet for 
those products are being reduced and eliminated. Cuts in the 
school lunch program have forced millions of the nation's children 
to drop out of the program. The federal Special Milk Program has 
been targeted for elimination. It is clear that these cuts will 
add to the government's dairy product stocks when we could in fact 
put the cheese, butter and nonfat dry milk in children's stomachs. 

I don't defend the present cost of the dairy price support 
PLrOecrameeeeechinveiGears CoOstingetoo much. 'But atthe same time’ 

I think we should acknowledge that this is a program which contri- 
butes to the stability of the nation's rural economy and to the 
nation's people. 

It is not my wish to divert attention from the situation 
we face in regard to the dairy program. But, quite frankly, 
dairy farmers are sick and tired of being described as greedy 
obstructionists of the President's economic program when in fact 
they are victims of an economic situation which they did not 


create and one which they do not control. 


With farm milk prices lower today than a year ago, producers 
who have not increased milk output are generally worse off 
because of rising production costs. And yet, increasing production 
is the very thing we want to discourage. 

The problem in the dairy industry is that at the individual 
producer level, there is no incentive to reduce production. In 
fact, many producers are being advised by land grant college dairy 
economists that they would be unwise to reduce production. And 
we all know they're right. Collectively, the industry needs to 
reduce milk production. But individually, there is no incentive 
to make that decision. 

And it is clear from experience that simply cutting the 
support level will not accomplish the task. We are not at all 
surprised that milk production has increased since supports were 
frozen at $13.10 per hundredweight. Long before the freeze was 
enacted we advised the Secretary of Agriculture and Congress 
that the action would do just Pheesobaine as intended. Producers 
have attempted to compensate for the lower real milk prices by 
increasing their output. That's their only alternative. 

A support price cut is the wrong solution. It will Force 
producers to again increase their production, further exacerbating 
the situation we want to correct. If supports are held at 
extremely low levels for an extended period of time, production 
will eventually drop. But the decrease will come not by 
individual producérs scaling back their production slightly. 

It will come as dairy farmers are forced into bankruptcy by farm 
milk prices which don't cover production costs, combined with 


their inability to obtain credit at reasonable interests rates. 


What of the other alternative receiving much attention: 
transferring the cost of the program to dairy farmers and setting 
up a producer board to work with the Agriculture Department on 
disposing of surplus production? Is this the way out of the 
present situation? 

I fear the proposed two-tier pricing system would be little 
more than another way to reduce farm milk prices without addressing 
the basic problem: how to curb escalating milk production. Like a 
support price cut, the two-tier pricing system will lower net 
returns to dairy farmers without offering any incentive for 
individual producers to reduce their milk output. 

By paying producers a ''world market price" on the percentage 
of their production which corresponds to the nation's surplus 
production, the plan would apparently allow increased export 
sales of U.S. dairy products at prices below domestic markets. 

But will our government allow dairy farmers, through a 
producer board, to export dairy products without interference? 

In light of the State Department's refusal to allow USDA to sell 
surplus butter stocks to private traders last year, it would be 
naive to believe dairy farmers would be permitted to dispose of 
surplus products without interference. And without such authority, 
I fear, a dairy board would be only so much window dressing. 

Furthermore, to market the equivalent of perhaps 12 billion 
pounds of milk in world trade--a trade presently controlled by 
foreign governments marketing highly subsidized products--would be 


an extremely expensive proposition for American dairy farmers. 


Clearly, dairy farmers must produce for a market. We must 
shrink milk supplies to meet market needs in a manner which will 
encourage individual producers to reduce their production to 
appropriate levels. 

Of the major commodity programs, the dairy program is the 
only one in which the Department of Agriculture has no authority to 
provide incentives to producers aimed at balancing supply with demand. 

We are prepared to work with the department, the Congress 
and others in the dairy industry on program modifications aimed 
.at bringing the milk supply into closer balance with current demand, 
reducing government stocks and federal support program outlays. 

But the modifications must also be designed to minimize economic 
hardship on the nation's dairy farmers. 

We believe Congress should grant the Secretary of Agriculture 
authority to implement, with producer support, programs to manage 
the milk supply utilizing incentives for individuals to reduce 
Droduction and disincentives for expanding production. 

Neither a wholesale milk price cut--as will occur if the 
support price is reduced--nor the proposed two-tier pricing 
system offer incentives for individual producers to cut production 
or disincentives to discourage producers from expanding output. 

In fact, the natural reaction of producers to either scheme will 


be to increase production to compensate for the reduced net return. 


We must have a program which rewards and penalizes producers 
based on their individual actions...not one which penalizes everyone 
when somebedy increases production and rewards everyone when 
somebody reduces production. The penalties and rewards must be 
structured to affect individual producer decisions if we are to 
accomplish the positive results we all desire. 


Thank you for the opportunity to offer our views here today. 
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Interstate Milk Producers’ Cooperative has 3,200 dairy farmer members who reside 
in Pennsylvania, Maryland, New Jersey, Delaware, Virginia and West Virginia. Inter- 
State is a charter member of the National Milk Producers Federation. We would like 
to thank Secretary Block for the concern he has shown for the continuing over-production 
condition which plagues the dairy industry. My comments regarding this problem and 


alternative solutions are on behalf of Inter-State. 


The condition of over-production has been developing over the last three years. 
It has been the result of excessive economic advantage in dairy farming compared with 
most other farm enterprises. Also, there is a lack of off-farm opportunities for 


many dairymen. Even with reduced prices for milk and dairy products, these alternate 


conditions may persist. 


Individual dairy farmers and most cooperatives are confronted with the dilemma 
facing any competative enterprise. The only rational economic response is to increase 
out put to maximize efficiency. Any change in dairy programs must recognize this 


fundamental aspect of the dairy industry. 
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There are a large number of federal programs which impact upon 
the dairy industry. Only two directly affect prices; i. e., the federal 
order program under the Agecultural Marketing Agreement Act and the price 
support program. Prices established under the federal order program are 
directly related to the national level (competitive) of manufacturing 
milk prices; which, in turn, are undergirded by the price support program. 

In other programs, the USDA and Congress have reduced federal 
expenditures on the school lunch and school milk programs which has 
substantially reduced sales of milk this school year. This displaced milk 
is showing up as increased purchases by CCC of butter, NFDM, and cheese. 

Other actions by the federal government have decreased transfer 
payments to low income persons and have decreased economic activity 
resulting in increased unemployment. These have contributed somewhat to 
a “flat demand" and increasing CCC purchases. Dairy farmers do not 
believe that the entire blame or focus of the problem should be transferred 
to them or to the dairy industry. 

Solutions to the current problem shoald involve a renewed commitment 
by USDA to the value of dairy foods in the diet and efforts to increase 
usage of dairy foods domestically. School lunch, school milk, and direct 
distribution programs should be increased--not diminished. 

We recognize that these actions cannot alone solve the basic problem 
of current overpricing for all milk being produced. We believe that some 
bold actions must be undertaken to achieve positive results. In this 
light, we support the concepts being developed by the National Milk 
Producers Federation which will be presented at this symposium. 

If there is any waakness in the proposal, it is that there may be 
a delay in the necessary adjustment to an equilibrium level of price 


and output. I can visualize that jurisdictional arguments which will be 


raised by the propesal of the NMPF can be extended ad nauseam. This will 
not contribute to a solution to the problem. If any procedural delays 

are encountered, our cooperative, through the NMPF, is willing to continue 
working with the USDA and Congress to take the necessary steps,consistent 
with the objectives to be outlined by the NMPF to solve this problem. 


Thank you Mr. Secretary for the opportunity to present these views. 
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We congratulate Secretary Block, Deputy Secretary Dick Lyng, and their 
fellow executives at the Department of Agriculture for taking the initiative 
to call this meeting. We are especially pleased to participate. 


First, let me try to place in perspective milk processors' interest in 
the price support program. We are very supportive of the program and want 
it to continue. It has helped stabilize U.S. milk supplies. However, we 
are now in a period of severe overproduction and the entire program is in 
trouble. It was in trouble last year and it remains in trouble now. 


Secretary Block has labeled the present level of government expenditures 
as "intolerable" --- this seems to be the operative word within the Executive 
Branch as well as on Capitol Hill. 


This present situation distresses us very much, for unless some correc- 
tive action is taken, the entire program could be jeopardized. Knowing the 
tenor of the Congress and the great emphasis on reducing the budget deficit, 
this is not an idle threat. It could easily become a reality. As the late 
Senator Dirksen used to say about government spending --- a few billion here 
and a few billion there, pretty soon it adds up to real money. The cost of 
the milk support price program is now "'real money". 


There are basically two ways of dealing with the problem --- reduce 
production or increase consumption --- and, of course, a combination of these. 


First, let's talk about the supply side. The oversupply was not an 
unexpected or abrupt change to most of us. We anticipated the excess, the 
MIF and IAICM convened a special task force over two years ago to review 
various alternative plans for the price support program. That task force 
predicted the surpluses even more accurately than we had heretofore done. 
However, our voice was unheeded. The political momentum was favorable to 
higher support prices and even though both beef and feed prices were drift- 
ing downward, the law had locked in a minimum of eighty percent of parity 
with semiannual adjustments. Both elected officials and most representatives 
of dairy farmers continued to urge the maintenance of high support prices. 
Although then Secretary of Agriculture, Bergland, initiated discussions to 
eliminate some of the support price increases required by the 1977 act, the 
matter was not rigorously pursued, and surplus milk production continued 
its long and persistent increase. 
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It is unfortunate that so many productive resources have been 
attracted to milk production, because now, a way must be found to 
rechannel these resources. That is always a wrenching experience. 
Through the normal course of attrition, milk production cannot be 
brought in line with consumption at present support price levels. 
It now appears most dairy farmer organizations agree with that 
assessment. A way must be found to reduce the productive capacity 
of our nation's dairy farmers. 


Current surpluses of about fourteen to fifteen billion pounds 
of milk represent the average output of about 1.2 million milk cows, 
or the average production of about 22,000 dairy farms, or roughly 
about ten percent of the total. 


How can some of these resources be redeployed? Either with an 
incentive to move them elsewhere or providing a disincentive to remain 
where they are. With the present depressed state of the general economy, 
and other relatively unattractive farm alternatives, it is clear the 
problem must be attacked internally. Producing milk simply must be 
made less attractive, or the surpluses will continue to grow. 


How can this be done? Obviously, in a number of ways. One could 
provide an incentive to slaughter part of the milk herd for beef. It 
has been suggested that dairymen be paid a subsidy for all cows culled. 
However, this has the problem of further exacerbating the situation by 
reducing beef prices for cutters and canners even more. The cattlemen 
regard this as a transfer of the problem rather than a solution. However, 
I must emphasize that one of the basic problems is too many cows and too 
many replacement heifers in stock. Therefore, a way must be found to 
remove some of them from production. 


Of course, an obvious way to both increase culling and decrease 
the retention of replacement stock is to reduce the rate of return 
from dairying. This implies some reduction in prices paid for raw milk. 


This could come through a reduction in the support prices, but 
another contributor which should not be overlooked is over order pre- 
miums under Federal Milk Marketing Orders. It is estimated that 
eighty-five percent of the Class I milk sold under the Federal Order 
program is subject to over order premiums and even Class II milk in 
most areas commands a premium also. There appears to be an incongruity 
here --- tremendous surpluses but prices being charged well above the 
Federal Order minimums, and in many cases, the excess charges are well 
above the cost of providing services to the market. 


A further reduction in the milk support price level is another way 
of reducing production. Although this is direct and easily understood, 
it has a negative political factor. However, in our opinion, there is 
little chance of reducing milk production increases, let alone bringing 
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about actual reduction in milk production, between now and after the 
flush of 1983, unless the take home pay of dairy farmers is reduced. 
We believe the costs of producing milk this year may well be less than 
they were last year. 


Although the proposal to establish a joint government/dairy farmer 
financed stabilization program is not being cast as a price reduction, 
as we understand it, it would in fact be a price reduction to dairy 
farmers, also. However, the problem of who is then going to own the 
surplus stocks and have the responsibility and authority to dispose 
of them, seems to be a very controversial point. Furthermore, none 
of the price reduction realized by the farmers would be transferred 
to consumers. The cost of milk to processors and manufacturers would 
be held higher than would be the case under a direct support price 
reduction, and the money deducted from individual farmers would be 
used to finance the cost of handling the surplus. 


This has the advantage of probably being the more acceptable to 
dairy farmers since it's cast not as a price decrease, but as a deduc- 
tion from the pay check. 


There are some suggestions for using marketing or production 
quotas. This appears to us to be the least acceptable course. It 
would keep prices higher than they otherwise would be; becomes a 
rigid restriction which interferes with shifts and changes for effi- 
ciency; and creates a windfall gain to those who initially recieve 
the quota, but a cost of production to all those who have to purchase 
quotas later on. We could continue, but I think you get the picture. 


Now, let's look at consumption. "The real way to solve the over- 
production problem is to increase consumption."' How many times have 
we heard that? I am sure you can get unanimous agreement among all 
segments of the industry that this is the best solution if it could 
really be done. However, this is the much more difficult side of 
the equation to affect. 


Several proposals attempting to increase consumption have been 
tossed in the ring. The proposal to increase the mimimum standards 
for milkfat and solids not fat in milk, lowfat and skim milk has 
probably received the greatest attention and study at this point. 
Its proponents offer it as a means of selling more milkfat and nonfat 
solids to consumers and thereby reducing CCC inventories. Milk 
processors continue to have serious reservations about whether this 
would in fact be the case, but also have even more concern about the 
magnitude of such a proceeding, how it might be done, the time required 
to make the change and the competitive inequities and turmoil created 
by the change. « When this matter was reviewed by our Board of Directors 
a few years ago, they were unanimously opposed. Although it will again 
be reviewed at our soon to be held Board meeting, I am not very sanguine 
that their attitude will be any different. 
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Time does not permit us to elaborate on all our concerns about 
this proposal, but we would point out that in our opinion, this could 
not even be implemented without simultaneously inaugurating protein or 
nonfat solids differentials similar to those applicable to milkfat. 
Otherwise, it could be extremely disruptive to producers whose milk 
was less than the minimum standard. Likewise, milk processors who 
were receiving low solids milk but having to purchase added solids 
would be at a substantial disadvantage. This would require a long 
lead time to accomplish. 


It would require a change to the Federal Standard of Identity, 
which would apply to milk moving in interstate commerce. However, 
until and unless all of the states changed their state laws governing 
intrastate commerce, there could be some extremely unstable marketing 
conditions. Companies marketing products within a state's boundaries 
which permit lower solids levels would have a substantial competitive 
advantage over those meeting the higher Federal Standards. It would 
require several years before all of the state laws could be changed 
to incorporate the new Federal Standards. 


We doubt that there is in fact any increase in sales of milkfat 
or nonfat solids from this proposal, and when all the other aspects 
are considered, it is obvious this one needs to be studied very thor- 
oughly before jumping on the band wagon. The amount of time to imple- 
ment it renders it a least likely solution. In our opinion, the surplus 
problem will have been long gone before this program could be in place. 


Another proposal is to increase advertising of dairy products. 
This one we are studying very carefully, but know that many of our 
members have grave concerns about ''Generic" or industry-wide 'Commodity 
advertising" without branded tie-ins. 


One suggestion which we'd like to see receive further analysis is 
the restoring of the special milk program. Our arithmetic shows that 
there may in fact be a budget decrease if the special milk program is 
restored to its "precut level" --- maybe $128 million. Our analysis 
indicates the cost of acquiring the milk which is not consumed under 
the special milk program as CCC surpluses, is about equal to the budget 
expenditures under the special milk program. If that is a fact, we 
believe the special milk program should be reinstated forthwith. This 
would improve the nutritional well being of the nation's children while 
also reducing the CCC's inventory problen. 


Obviously, we don't have all the answers. We have been trying to 
raise some issues and offer some observations that may be helpful in 
further developing some plans. 


We should point out that these observations and comments are some- 
what preliminary, pending further review and discussion by our Boards 
of Directors. To help our Boards in their deliberation we have instituted 
a special study which is jointly being done by the consulting firn, Economic 
Perspectives, Inc., and several of the nation's most knowledgeable dairy 
economists. This should be available soon and we believe it will be most 
helpful to everyone in focusing on the problems and some of the solutions. 





STATEMENT BY 
' La Verne Ausman, Secretary 
Wisconsin Department of Agriculture, 
Trade and Consumer Protection 
on 


DAIRY PRICE SUPPORT PROGRAM 


Introduction 

On behalf of the Board of Agriculture, Trade and Consumer Protection, a policy- 
making body comprised of seven Wisconsin citizens, I appreciate the opportunity to 
be part of this symposium. The dairy industry in Wisconsin contributes over $3 
billion to the state's economy with 44,000 dairy farmers and over 500 bottling and 
manufacturing facilities. 

As a fourth-generation dairy farmer and administrator of an agency with over 
700 employees assisting the dairy industry in production practices, marketing, fair 
trade practices, food safety and consumer protection, I recognize we have a problem. 
Most dairymen do. As a former legislator, I know that solutions are not easy to 
come by. 

Based on a series of discussions with farmers held throughout Wisconsin last 
month, some thoughts emerged about the concepts presented at this symposium. I 


would like to share some of these thoughts. 


Discussion of the Support Program 


Over the years, the price support program and the concept of parity has generally 
served the dairy industry well. However, we seem to have come to regard the program 
as an end result, rather than simply as a device through which policies bring about 


the desired results. Initially designed to compensate for seasonal imbalances, 
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with little net cost to taxpayers, the program has become so rigid that it remains 
unresponsive to changes in commercial markets. As a “safety net," the program pro- 
vided adequate protection for farmers and processors to make sizeable capital invest- 
ments while assuring consumers ready availability of wholesome products. 

Looking at the performance of our crop and livestock sectors, foreign policies, 
economic policies and fiscal policies (all of which are beyond the control of indi- 
vidual farmers) it is easy to see why more resources have been drawn under the 
protective umbrella of the program, and are reluctant to move. 

There seems to beconsiderable agreement that the short-term gains resulting 
from the support levels becoming "locked" two years ago at 80% of parity should be 
critically weighed against the position we're presently in. I am not about to assign 
blame; we were all involved and there is enough blame to go around. For some time, 
manufacturing margins have not been raised to reflect actual processing cost, 
forcing some processors into the financial strain of paying competitive prices while 
their non-recoverable costs have increased. Also for some time, the CCC has provided 
relatively cheap storage through its sell-back policies. 

As if this weren't enough, the U.S. has imported 2.3 billion pounds of milk 
equivalent for the last three years (576 million pounds of milk equivalent during 
the third quarter of last year alone). The U.S. has become the buyer of one-third 
of the world output of casein. Casein imports of 150 million pounds per year are 
being used in imitation cheese and other food production, displacing over 400 million 
pounds of domestically produced non-fat dry milk. In a sense, the USDA is being forced 


to "buy" dairy products moving into this country. 


Alternatives 

The dairy industry, generally, has not done the best job possible in market research 
and development; but the momentum is there. The ADA of Wisconsin projects almost a 
33% increase in voluntary contributions this year compared with 1981; contributions 
which have been spurred by recent findings at major universities showing the dollar 
benefits of generic advertising and a growing awareness among producer groups as to 


the need for self-financed market expansion. 
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For the past year, we have been working with the state legislature and major 
farm groups on major revisions to Wisconsin's agricultural marketing act. We hope 
that by next month, we will be able to hold this law out to the state's dairy 
industry as a workable means of financing market development programs. 

Few will argue about the need for new marketing strategies. However, any 
concerted national effort must take into account differences milk production and 
Class I utilization of Grade A milk supplies among states. Any program which 
stimulates Class I sales as a primary objective, holds less opportunity for Wisconsin 
since less than one-fourth of our milk supply is utilized as fluid milk. Major 
dairy states will have different objectives in any national promotion program. 

While we in Wisconsin are concerned about the state (for that matter, the 
traditional upper midwest milk shed) bearing the brunt of needed adjustments in the 
dairy industry, we are also sensitive to issues common to all dairy states. Supply 
management through production quotas will tend to favor Wisconsin with a strong 
base; however, provisions should be made for entry of new producers and transfers 
limited to the sale of the farm. 

If price support activity were evenly distributed among all dairy farmers, the 
$1 per hundredweight cost would have represented about $5,000 to the average 
Wisconsin farmer last year. This amount does not even come close to the annual 
debt service required by present interest rates. And we know that price support 
activity is not evenly distributed; at about 40 cows per herd, price support 


activity is not tilted in our direction. 


Summar 

Enabling legislation should be flexible and responsive to changing commercial 
needs. If the price support program were allowed to do the job for which it was 
intended, we would not have the magnitude of surplus problems that we have today. 
The program is simply a device through which policies bring about the desired results. 
This device has served the dairy industry and consumers well for many years. History 
has shown that when inconsistent policies are implemented through this device, 


the problem is usually self-correcting in about three years. 
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The present dairy surplus has been compounded by further inconsistencies in our 
other food, economic and foreign policies. Recognizing the need for broad-based 
consideration when deciding on specific program operations, internal and external 
events should be weighed carefully; when external events change, the effects on the 
dairy industry must be mitigated to reduce internal shocks. 

Responding to what may be a relatively temporary problem, long-term changes to 
present policies should require the least amount of costs and provide the most 
benefits. Emerging from the pack is the need for additional market research and 
development. Differences in needs among states must be taken into account, and 


State credits provided for, if a national promotion effort is to be successful. 
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The National Farmers Organization recognizes the problem of 
over-production existing today in the dairy industry and its 
impact on producers, processors, consumers and taxpayers. 


Various farm groups throughout the nation, as well as the. 
Federal Government, in seeking a solution to the problems facing 
the dairy industry today, have directed their efforts not toward 
the immediate problem of stemming over-production but, rather, 
toward what to do with the excess production once it has been 
manufactured into a storable commodity. One such solution - the 
so-called "Self-Help Program" - addresses itself only to the 
problem of disposing of the finished product by providing for 
the sale of the product on the world market with the dairy 
farmer absorbing the cost. QUERY: Where is the world market and 
how can U.S. dairy products be exported in competition with a 
subsidized world market which today has an adequate supply? 


We propose, as a solution to the problem of over-production, 
that a supply/management program be initiated immediately whereby 
each dairy farmer would cull at least 10% of his milking cows 
over the next six months. However, such a step cannot be carried 
out in an orderly fashion unless the Federal Government severely 


restricts or discontinues the import of beef. 


The National Farmers Organization has the facilities and 
marketing expertise to implement such a program without breaking 


the cull cow market price. We have offered and continue to offer 
our facilities and expertise to all dairymen and organizations. 


It is further recommended that the Federal Government 
participate in this program by offering dairy farmers an 
incentive of Two Hundred Dollars per head for each milking cow 
sent to the slaughterhouse. This program would cost the Federal 
Government approximately Three Hundred Million Dollars while 
saving them approximately Two Billion Dollars in not having to 
purchase the finished product. Dairy farmers will support such 
a program so long as they know all other dairy farmers are 
cooperating, and such a program could be administered by the 
County ASCS offices. 


Although the foregoing will solve the immediate problem of 
over-production, a long-range plan must follow in order that the 
dilemma presently plaguing the dairy industry does not recur. 


Dropping the support price by 50¢/cwt. for the next four 
calendar quarters, as proffered by the present administration, 
is not the answer. Such will only cause dairy farmers to 
produce more milk each quarter to maintain their present dollar 
income. At the same time, processors would not be inclined to 
process and store product in the greatest time of need because 
of the uncertainty of the price of such commodities. 


The National Farmers Organization proposes that, effective 
October 1, 1982, the support price be increased to $14.00/cwt. 
and that CCC purchase prices be adjusted accordingly. At the 
same time, all casein products imported for food usage should 
be halted, since one pound of casein displaces three pounds of 
powdered milk in the manufacture of imitation cheese. 
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Many Federal Orders presently contain base and excess plans, 
but the basic problem today is there is not enough spread between 
the base price and the excess price. We further propose that a 
base and excess plan be incorporated into each Federal Order and 
recommend that the excess price be not greater than 25% of the 
base price. Approximately 70% of the milk being produced today 
is pooled under the Federal Milk Market Order program. Quota 
programs are not new, i.e., tobacco, peanuts, and now the idling 
of land in the present "Grain Set-Aside Program". By using the 
various Federal Orders, the base and excess could be established 
on the basis of how much milk is needed for fluid consumption 
compared to what is being produced in that particular order. If 
the Government felt it necessary, it could also regulate the 
manufactured-grade milk and milk marketed under State Marketing 
Orders. The bases could be established by using a three-year 
average production of each producer reduced by the amount of 
production not needed for domestic consumption. 


We also recommend that a ''Dairy Parity Index", reflecting 
accurately the changes in production costs, be established to 
increase or decrease, based upon such changes, the $14.00 
support price effective October 1, 1982 and adjusted semi- 
annually on the first day of April and October of each succeeding 


year. 
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",..embarrassing...unacceptable...intolerable." 

Strong words. Those, as you know by now, were the words Secretary 
of Agriculture Block used in Seattle three weeks ago to describe the current 
situation under the dairy price support program. 

At the same time, Secretary Block announced the convening of this 
Symposium as a forum through which the Department of Agriculture could 
assemble views and recommendations for the development of plans which the 
administration can support in the Congress. The Secretary is to be commended 
for inviting us here today. 

I have been asked today to discuss a very specific program which 
has been developed by the dairy farmers of the nation through National 
Milk Producers Federation. 

But before doing that, it is essential that each of us--whether a 
dairy farmer, mllege analyst, milk marketer or government employee--fully 
understand and appreciate the basic workings and intent of our price 
support system and how the current problems have developed. 

The price support system--and I use this broadly in reference to 
all price supported crops and commodities--is designed to provide an 
adequate supply of food and fiber for all Americans and for our export 
markets. Ina very large sense, the framers of this legislation wrote 
the first consumer program passed by the Congress as it is meant to 
assure that the people of this nation can purchase what they want at 
reasonable prices. 

These purposes are accomplished by inducing farmers to make the 
necessary commitment of labor, capital, land and management to the 


production ot food and fiber. 
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Early on it was determined that this goal could be achieved by 
concentrating on a number of basic commodities ranging from corn to 
milk. Generally speaking these commodities are produced widely 
across the nation thus providing farmers in all parts of the nation 
an alternative use for their resources. 

The price support program provides assurance to the farmer 
that he can keep his productive resource vital by producing one of 
the basic crops. 

The program encourages the farmer to produce other commodities 
at prices generated in the market, but it assures him that if those 
prices are not at levels which will maintain his productive capacity, 
he can divert his resource to the production of one of the basic crops. 
Similarly there is the ability to divert among the basic crops. 

And this concept has worked. It is working today. The greatest 
success story in America is not to be found in its mines, or in its 
factories or in its financial centers. It is on the farms and ranches 
across the nation. 

But this success and the basic workings of this program are also 
a factor in the problems that beset the dairy industry today. The 
root of the problem lies in the lack of balance among major sectors of 
the agricultural economy--a lack of balance induced by disparity in 
pricing systems for the several basic commodities. 

Ten years ago a combination of factors--poor crops in major 
areas of the world, a reduced value of the dollar relative to other 
currencies and others--combined to greatly increase the demand for the 
products of the American farm. Suddenly, the farm problem shifted from 
one of concern over too much production to one of producing enough. 
"Plant fencerow to fencerow'" was the word that went out from Washington 


to the American farmer. And he has responded. 
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New technology has been applied as quickly as it has been proven. 
Acreage which was formerly idled as part of farm program operations 
or which was considered nontillable has been brought into crop 
production. In 1972 farmers harvested 292 million acres of the 
principal crops produced in the U.S. In 1981, USDA reports that this 
reached 356 million acres. 

But food and fiber has also become a political tool. Embargoes 
or the threat of embargoes have hung over the market leaving the farmer, 
who has sought to meet his earlier instruction, without a market for much 
of this production. This, coupled with record production and a 
lagging economy has resulted in fully predictable conditions. 

In 1973, net farm income reached a record level. Since then, the 
track record has been up and down. As recently as 1979, it was about 
$31 billion. But in the last three years it has been all down. The 
most recent USDA reports say realized-net farm income last year was 
about $19 billion. The Department is predicting $15 to $16 billion 
for 1982 but I understand that some expect it to be lower than that-- 
roughly one-half of what is was three years ago. 

And with good reason. If we look at the prices farmers are 
currently receiving, they are mostly down. The February Agricultural 
Prices report of USDA placed All Farm Prices more than seven percent 
under last year. 

And so we come to the dairy situation. The ills which affect 
other parts of the farm economy today are attracting resources into milk 
production and keeping resources in milk production which under normal 
circumstances would be used for other purposes. For example, too many 
heifers are accumulating for lack of an alternate market, and cows which 


should be culled are remaining in the herd. To a very large degree, 
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the problems of all agriculture have been accumulating in the dairy 
industry. 

The national dairy herd has been increasing for the past two 
years following a 27 year decrease. Milk production has expanded 
rapidly--at a much more rapid pace than the commercial market can 
absorb. High unemployment has had its affect on the market, and the 
problem has been compounded by the cut-back of dairy products, including 
milk, under the nutrition programs. And this all has resulted in 
pressures on the structures which the dairy farmer relies upon for 
price assurance and stability such as we have not seen before. 

This additional milk is being accumulated in warehouses under 
the Dairy Price Support Program. Last year, the Commodity Credit 
Corporation spend almost $2 billion in dairy price support operations. 
This year, the costs may reach $2.5 billion. Projections for next year: ° 
place outlays at close to $2 billion once again. 

In writing the Agriculture and Food Act of 1981, the Congress 
sent a clear signal that it wants to hold these costs under $1 billion 
annually. Current debate over the Federal budget and the budget 
deficit provide no reason to believe this intent has changed. It may, 
in fact, be even firmer. 

From the administration, we have heard Secretary Block describe 
the current costs as "intolerable." Other highly placed officials of 
the administration have talked of $10 milk. 

It is not enough to say that we have faced similar problems before 
and that they have gone away. In the current situation of tight budget 
controls, rising Federal deficits and an increasing amount of publicity 
aimed at the costs of the Dairy Price Support Program, something wii 


be done. 
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Dairy farmers, acting through their cooperative marketing 
associations in the National Milk Producers Federation, have taken 
the lead in addressing this issue. They have decided that it is 
essential that those who produce the nation's milk and who bring it to 
the market have both the expertise and the experience to design an 
effective program. An even greater impetus underlies this resolve-- 
it is the dairy farmer who will be most directly affected. 

This program meets all of the requirements set forth by Secretary 
Block. It will: 


+ Establish an immediate limitation on the government cost of 
the program. 
Assure the production of an adequate supply of milk. 
+ Provide a reasonable level of return for dairy farmers 
for milk needed to satisfy the domestic commercial 
market. 
+ Provide an orderly and systematic means of management 
and disposition of dairy products acquired under the 


price support program. 
The program calls for legislation which would establish a two tier 


price support system. For the marketing year which begins next October, 


the price support level would be maintained at the present $13.10 for that 


portion of the milk supply determined necessary to meet domestical 
commercial market needs. In succeeding years, the price support level 

on this portion of the milk supply would be at the level of parity--about 
67 to 68 percent--which $13.10 represents next October 1. 

A lower level of price support would be established for that portion 
of the milk supply deemed excess to the needs of the domestic commercial 
market. The difference between the two price tier would be remitted 
to CCC by the first purchaser of milk from farmers and would provide the 


farmers share of financing the program. 
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Under the program, each farmer would participate in the sale of 
milk into the domestic commercial market to the same degree. Similarly, 
each farmer would be called upon to bear an equitable portion of the 
cost of excess production. 

The program would also establish a National Dairy Board which 
would have responsibility for determining the excess milk supply, the 
level of price support on that portion of the milk supply, and for 
disposition of the stocks of dairy products acquired through price 
support operations. 

A brief outline of the program's operations will illustrate both 
its simplicity and its practicality. 

The Secretary of Agriculture, through the Commodity Credit Corporation 
will be responsible for the actual conduct of price support operations. 
CCC will buy the products, it will store them, provide for grading and 
inspection, shipment and all of the other activities presently carried 
out in connection with the program. 

But there is one basic difference. The Federal government will 
pay for just fiye billion pounds milk equivalent of purchases. 

Any removals in excess of this will be the financial responsibility of 
dairy farmers. 

Funding of removals beyond the five billion pound level will be 
provided as the plant of first receipt of milk remits the difference 
between the $13.10 support level and the support level on excess milk 
to the CCC for the account of the Dairy program. CCC will use these 
funds to provide additional financing. 

For its part, the Dairy Board will be responsible for the 
disposition of all products acquired. In exercising this total 


dominion over these products, the Board will seek markets in international 
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trade. It will meet the needs of government food assistance programs. 
It will provide products for international food assistance. It will 
provide a pool of reserve stocks to meet the need of the domestic market. 
And in doing so, it will be utilizing program funding provided by dairy 
farmers themselves. In establishing a lower level of support for milk it 
makes available unsubsidized products at world price levels. 

Any proceeds realized from the sale of products would be available 
to reduce the producer financial responsibility under the program. 

One thing must be clearly understood in examining the concept. 

This does propose, for the first time a clearly defined limitation on 
government financial participation. CCC will encumber government funds 
for no more than the five billion pounds of milk. Current estimates 
for 1983 place this cost at about $800 million. The balance of 1983 
estimated costs--more than a billion dollars--would be the responsibility 
of dairy farmers. 

This program will work! 

It preserves the basic structure of the price support program that 
has given the industry stability for more than 30 years. 

It preserves the parity concept. 

It provides the basis for the operation of market forces. 

It sends a clear and immediate signal to the dairy farmer, in 
the form of price, that a production adjustment is needed. 

Secretary Block and others in the administration have set forth 
several guidelines--more specifically they have indicated what would 


not be considered in any such program. 


They have made it clear that the administration will not accept any 
base or quota system or any program which limits entry into dairying. 
This program embodies no base plan, no quota, there are no limitations 


on entry. 
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They have made it clear that program costs must be reduced. This 
program not only would reduce program costs, it gives government an 
absolute assurance of the level of cost it would bear. 

They have made it clear the government will not enter into an 
export subsidy program to market products acquired under the program. 
But this program would be utilizing product bought at lower price 
levels with producer funds, product that producers will sell at world 
prices in any export market. 

This program is not a scheme to avoid facing the reality of a most 
serious problem. When the Board of Directors of National Milk Producers 
Federation unanimously approved the program three weeks ago, they did so 
knowing full well its implications. Not everyone was totally satisfied 
with every feature. But the overall plan was adopted in the knowledge 
that action must be taken. 

This represents the distillation of the thoughts and plans of 
the dairy farmer leadership over the past 3 years. 

As stated, it will: 


Limit government costs. 

+ Assure an adequate supply of milk. 

+ Provide a reasonable return for dairy farmers for milk 
needed to supply the domestic commercial market. 

+ Provide for the disposition of dairy product stocks. 


This is a reasoned and responsible address to a very specitic 
problem by dairy farmers themselves. But the broader problem of 
declining farm income cannot be dealt with by the dairy sector alone. 
Too often, it appears as if our policy makers are seeking to address 
the dairy price support problems by reducing the relative economic 
position of the dairy industry to that of the rest of agriculture. 


Such an attitude would be a grave mistake. 
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I call on Secretary of Agriculture Block to work with the dairy 
industry in the development and refinement of this program so that we 
can jointly present it to the Congress and move it into place witnout 
delay. 

At the same time, I call upon the Secretary to address with all 
the resources available to him a problem that is far more serious than 
the one he described when he told his Seattle audience that the Dairy 
Price Support Program was costing the taxpayer $250,000 an hour. 

That problem is the more than half million dollar per hour decline 
in net farm income that has been taking place for the past three years. 
If that problem is not addressed, whatever we do here will fall short 


of the mark. 

















NATIONAL DAIRY PRODUCTS PROMOTION PROGRAM 


National Milk Producers Federation 
March 3, 1982 


Federal government outlays under the Dairy Price Support Program have risen substan- 
tially over the past two years. These increases can be attributed to an increase in 
milk production and little or no growth in consumer demand for milk and dairy pro- 
ducts. This combination of circumstances has placed great pressures on the Dairy 
Price Support Program as witnessed by the substantial program revisions approved by 
Congress as part of the Agriculture and Food Act of 1981. Unless the situation is 
corrected, budget pressures will force even greater changes in the price support 
program on which all dairy farmers rely for a basic level of price assurance and for 
price stability. 


As part of an overall industry effort to address this issue, the Board of Directors 
of the National Milk Producers Federation has directed that legislative authority for 
establishment of a National Dairy Product Promotion Program be sought. 


The purpose of this paper is to briefly outline the proposed program. 


Purpose of the Program 


The basic purpose of the program is to assist in maintaining and improving dairy 

farmer income by increasing the consumption of basic manufactured dairy products. This 
would be accomplished through product promotion and market development programs speci- 
fically designed to develop the market through promotion of the sale and consumption 

of basic manufactured dairy products with emphasis on those which have been purchased 
by Commodity Credit Corporation. 


Authority would be provided for the implementation of such promotion efforts directed 
at fluid milk and other dairy products if the Board of Directors determined that 
such efforts would further the purposes of the program. 


A related purpose would be to relieve budgetary pressures on the Dairy Price Support 
Program so as to allow the program to continue to provide a reasonable level of price 
assurance to dairy farmers. 


Need for the Program 


Over the past several years, there has been a marked slowing in the growth of cheese 
consumption. Consumption of butter and nonfat dry milk has actually declined. Per 
capita cheese consumption in the United States had increased substantially during the 
1970's, growing from 11.5 pounds in 1970 to 17 pounds in 1978. By 1980, however, this 
had increased to just 17.6 pounds and all of that growth had been in types of cheese 
Other than American. American cheese consumption was unchanged from 1978 through 
1980. Preliminary data for 1981 indicate little change in this picture. Butter 
consumption was 5.3 pounds per capita in 1970 but has stood at 4.5 pounds in 1979 and 
1980. In 1970, nonfat dry milk was placed at 5.3 pounds per capita. This has declined 
Steadily to 3.2 pounds in 1980. It is to arrest this picture of declining consumption 
Or no-growth that such a program would address itself. 


There is another area--imitation dairy products--that is of major concern. It is 
estimated that 200 million pounds of imitation cheese was manufactured in the United 
States in 1980. This equated to five percent of the cheese market for the year. 

Such a market loss affects dairy farmer income. One estimate of this loss potentially 
places reduced milk prices as the result of imitation cheese sales at 30 cents per 


hundredweight on all milk marketed in 1980. Based on 1980 marketings of 124.5 billion 


pounds of milk, this represented an estimated income reduction of almost $375 million. 
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Most anticipate expanded production of imitation cheese products. From the dairy 
farmer's perspective, each percentage point loss of cheese market to imitations has 
the potential of reducing farm milk prices by about six cents per hundredweight for 
an estimated reduction in farm income of $75 million annually. 


General Concept of the National Dairy Products Promotion Program 


1. The program would be financed by a uniform checkoff of five cents per hundred- 
weight on all milk marketed. The collection would be made at the plant of first 
receipt with the funds transmitted to the Dairy Promotion Board. 


2. The National Dairy Products Promotion Program is not designed to supplant other 
existing advertising and promotion efforts operated through state, regional and 
national organizations. 


3. The program would be administered by a Board of Directors composed of dairy farmers. 
The Board would be appointed by the Secretary of Agriculture from nominees submitted 
by producers. Board membership would be on a geographic basis to assure represen- 
tation of all milk producing regions. The draft legislation calls for a Board of 
not less than 36 members selected on the basis of geography and milk production 
volume. In determining regional representation, states would not be divided. A 
region might include more than one state and a region might have more than one 
director. 


4. The program would be directed primarily toward increasing sales and consumption 
of the basic manufactured dairy products with emphasis on those products which 
have been purchased by the Commodity Credit Corporation under the price support 
program. 


This would provide a national program which avoids duplication of existing programs, 
concentrates effort on those products least advertised and therefore provide 

greatest potential for increased sales, and whose impact would yield benefits to all. 
dairy farmers through the milk pricing structure. 


Authority is provided which would allow the Board discretionary power to implement 
promotion efforts with regard to fluid milk and other dairy products. The use of 
funds for such programs would, however, require a specific determination by the 
Board. 


5. The program would go into effect only if approved by a majority of dairy farmers 
in an industry-wide referendum. In such referendum, members of cooperative asso- 
ciations would be allowed to vote as a unit. If this were done, the cooperative's 
Board of Directors would be required to notify the membership of how their vote 
was cast and the reasons for such vote. At the same time, opportunity would be 
provided for the individual member to cast a separate ballot. 


In addition to providing a means for producers to petition the Secretary to hold 
a referendum to determine if the program should be continued, the draft legislation ~ 
directs a referendum after the program has been in effect for five years in order 
to determine whether or not dairy farmers favor its continuation. } 


6. The program would be mandatory with no provision for refund to individuals. The 
program is designed and intended to improve markets and income for all dairy 
farmers throughout the country. To the extent that this is accomplished, all will 
share in the returns, therefore, all should share in the commitment. 
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There would be a very limited requirement for staff to carry out the directions 
of the Dairy Board. For the most part, program activities should be carried out 
on a contract basis. 
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Mr. Secretary, my name is William D. Knox. I am editor of Hoard's 
Dairyman magazine, a 97-year-old publication which is subscribed to, paid for 
and read by dairy farmers marketing over 90 percent of the U.S. milk supply. 
Exhibits 1 - 5 provide biographical material and historical information. 
Exhibit 5 documents that our magazine has the highest credibility rating among 
dairy farmers of any publication in the United States. Our publication also 
has more foreign circulation than all other domestic farm magazines combined. 

W. D. Hoard & Sons Company is owned by my wife, our children, and me -- 
a family company. It is composed of Hoard's Dairyman magazine, a daily news- 
paper, Hoard's Dairyman Farm, commercial printing, and Hoard's Dairyman books. 
In addition, we have seven subsidiaries in which we have a 51 to 78 percent 
interest, operating plants and offices in six states. 

Mr. Secretary, I testify today as a dairy farmer and as president of 
a business which is vitally linked to the economic welfare of the dairy farmers 
OpetniSscountry.. 

We will not be redundant in documenting the gravity of the current dairy 
situation. It does not surprise us. After spending 41 years on the national 
dairy scene, the present situation is not unexpected. Three years ago, on 
March 28, we warned the industry at the United Dairy Industry Association 
meeting in Houston, "I would be much more comfortable with our industry ifs lL 
Saw more evidence of our ablest minds working on long-range policies and 
programs to reach defined goals for our industry and its fine dairy farm 
families. I fear we are in a period of temporary euphoria or contentment 


because of our comparitively favorable price structure at the present time, 
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much of which is due to record prices for cull cattle, something over which 
we have no control and little influence. People much more sophisticated than 
I forecast that beef prices will remain quite satisfactory into 1982. I hope 
so. (They were wrong.) But, that's only three years from now and I remember 
well 1952 and 1960 when beef prices collapsed. The culling rate dropped, and 
our industry was economically brutalized. I state to you here this afternoon 
that we have no plans in place or even on the drawing board to prevent a 
recurrence. Our high per-farm capital investment and the continuing infla- 
tionary pressures are going to make us even more vulnerable the next time 
around." 

Following that address, I was sharply critized by a senior executive 
of the Borden Company who charged from the convention floor that we had a 
national dairy program that was the answer to all of our prayers ... the UDIA 
program of promotion of dairy product consumption. Recent history has clearly 
shown the naivete of his commentary. It is not inappropriate to point out, too, 
that neither industry nor the government has had any trouble getting its coat 
on over its wings. Neither has done any forward planning or preparation for 
contingencies. Such planning is routine to those of us in the business world. 

The Agricultural Act of 1949 has served the dairy industry and the 
consumers of this nation reasonably well. It did, however, fail in the early 
50's and 60's. But the situation in those two periods was not as critical as 
that which confronts us today. It is appropriate to point out that the act 
of '49 was not constructed to solve a surplus situation like that which we 
now have. As the Federal Farm Board of 1930 was a dismal failure under a 
period of severe stress, so was the act of '49. The latter was drafted by 
dairy plant managers and was a near utopian dairy program, providing 


guaranteed markets at known prices. Far too many of our dairy plants fired 
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their salesmen and their product development and market development people 
because they no longer had any need for them. It was a utopian situation. 
Unfortunately, I contend, history has proven it to be a debilitating situation 
insofar as marketing is concerned. 

The only truly serious effort to correct the serious short-comings of 
the Act of 1949 took place from 1954 - 1958, in which period the original self- 
help dairy stabilization program was developed and subsequently received 
endorsement of the National Grange, the National Milk Producers Federation, 
the National Conference of Commodity Organizations, the National Farmers Union, 
and the eight north central states of the Farm Bureau. It had the endorsement 
of the Secretary of Agriculture, Ezra Taft Benson. Later, however, he succumbed 
to the pressure of Charles Shuman, president of the American Farm Bureau 
Federation, and reversed his position. From that day to this, dairy industry 
leadership has rested content on the assumption that the Act of 1949 was its 
security blanket. Obviously, it is not. 

So what are our alternatives? 

1. Drop the Price Support Level. For 30 years, I have heard this 
simplistic solution. Drop the price and squeeze out the inefficient producer, 
we are told. I would point out that when I came onto the national scene in 
late 1940, there were about 2,400,000 farmers selling milk or cream. We have 
"squeezed out" about 2,200,000 of these and we now have approximately 200,000 
selling milk or cream today. We have really "squeezed them out". And yet we 
sit here this afternoon, hearing "More, More". Back in the early 1950's, we 
also heard "learned" forecasts of projected "massive food shortages" in 1975. 
From university halls, from the banks of the Potomac, and from voices of 
business and industry, 1975 was to be the time when there would be Fantastic. 


demands for food and we would be incapable of satisfying that demand. I have 
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some of those quotes on file, and when I retire and write the history of this 
50-year period, from 1940 - 1990, they will be entered in the record. 

Several years ago, Professor William Alexander of Louisiana State 
University, using one of the first USDA big computers, found that beef cattle 
prices and the level of milk produced the previous year explained 97 percent 
of the variation in total milk marketed year to year over a 12 year period. 
This is not to deny that a price drop would, over a period of years, force more 
dairymen out of production. I do contend, however, that the price drop would 
have to be far more severe than those presently contemplated. 

Since Dr. Anthony Rojko's original demand elasticity studies of 30 years 
ago, I have been following subsequent analyses and it is my contention that 
given the surplus situation we have to now and the current reate of production, 
it would take a price drop of from 25 - 40 percent, or a price collapse of 
from $3.25 to $5.25 per cwt., to solve the surplus problem through the price 
support route. The impact on a dairy farmer with a 50-cow herd and marketing 
600,000 pounds a year would be a drop of about $24,000 in gross income if the 
price was $4 per cwt. The impact on his net, of course, is enough to make 
you shudder. 

Many people oppose base plans and express concern about young dairymen 
and their ability to enter the industry -- and we have sympathy for young 
dairymen, too. I particularly have sympathy for the young dairymen of today 
who are in debt, struggling with high interest rates and barely able to make 
ends meet. 

I submit to you, Mr. Secretary, that a moderate or even drastic drop 
in the price support level is not going to solve the budget problem which 
justifiably concerns you greatly. I submit, instead, that these costs will 


continue because the squeezing out process will not only be brutal but it will 
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be prolonged. Meanwhile, the milk continues to go to market and the product 
will be there to be purchased along with its very high cost. History shows 
this to be true. The only way the adjustment can be hastened is to pray for 
a massive drought in the midwest or a miraculous increase in the price of 
beef. But it will be high grain prices and high beef prices that solve the 
problem, not the drop in the level of price supports. 

May I add, too, that we must be conscious of the sociological factors 
which will result from a sharp drop in price. Protest and rump groups will 
be formed and drastic measures are very apt to follow. We have seen it 
before, and, I suggest very strongly, we will see it again. Desperate men 
and desperate families are prone to accept and engage in drastic measures. 
When I left Michigan to go to Wisconsin with Hoard's Dairyman, not only milk 
was being spilled on the streets and highways, but human blood, too. I hope 
never to see it again. Create a crisis, however, and the potential is there. 

2. Direct Payments. This was the approach of Secretary Charles 
Brannan and one widely debated in 1949. It is being suggested again today. 
There is no justification for such an approach. We opposed it in 1949, and 
we oppose it still because direct payments condition the consumer to an 
unrealistically low value, as well as price, for dairy products. It commits 
the industry permanently to government largesse and political decision- 
making. It is a consumer subsidy approach, but the cost is charged to the 
producer. The nutritional value of milk and its cost per minutes of 
industrial labor in this country is, I am quite certain, the lowest in the 
world. It is ironic that direct payments was the alternative proposal of 
dairy plant management in 1949 and had the strong endorsement of the National 
Creameries Association. 


3. Cull Cows and/or Heifers. Some consideration is being given to 
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cull cow programs. I submit that on our own farm if we were to cull 9 cows 
today, they would be replaced in 4 to 6 weeks by bred heifers ready to come 
into the milking line. Ship heifers overseas? Who wants them? The European 
Community is sitting with a 35 billion pound milk surplus compared to our 

13 billion surplus. Australia and New Zealand are trying to ship cattle now. 
I see little realistic prospect of solving our surplus problem through the 
heifer export route. In most countries of the world which may need more 

dairy products they do not have the facilities, or the talent, to house and 
manage them properly. It would be better to ship them beef in cartons ... and 
much more economical. 

4, The Federation Proposal. It does help raise funds to reduce the 
government cost. For me, as a dairy farmer, however, there is no incentive to 
cut back production. Its net effect is to cut my price 70 cents per cwt. If 
this contribution of funds from our dairy farm operation will help save the 
dairy price support program, then we are -in favor of it. If, however, milk 
production continues to go up 3 billion pounds per year, in one year's time 
about one half of the dairy farmers' contribution to the budget crisis will be 
wiped out. 

We are quite convinced that the opportunity for developing export 
markets are overly optimistic. For six years I have served under Presidents 
Ford, Carter and Reagan as a dairyman on the Advisory Committee for Trade 
Negotiations. I have traveled extensively in Australia, New Zealand, and 
participated actively in the Tokyo Round in Geneva, Switzerland. I am quite 
willing to believe Land O'Lakes spokesman Harvey Ebert when he stated two 
weeks ago in Madison, Wisconsin that 90 percent of the export opportunity 
for dairy products is found in the eastern block countries and Russia. Once 


again the State Department will determine whether we can market abroad or not. 
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Insofar as the milk promotion proposal is concerned, we are heartily 
in favor of it; but it would be naive, at best, to assume that even this 
level of promotion is going to make a major contribution to moving the volume 
of surplus which we are currently producing, let along reduce the volume we 
have in storage. 

5. The Base-Excess Proposal. Mr. Secretary, you have heard Dr. Cropp's 
presentation of the proposal being developed by Congressman Gunderson. May 
I point out that this is not new as so many have claimed. It has been used 
in one form or another for fifty years in many milk markets of this nation. 

It has been used on a national basis for 12 years in Canada and has been 
spectacularly successful, with Canada's supply-demand balance being within 
one-half of one percent for each of the three last years. 

Two weeks ago, Merritt Sprague, Deputy Administrator of ASCS, told the 
Midwest Milk Marketing Conference, "you can't turn milk on and off quickly". 
Mr. Secretary, give us a base-excess program, and I: will guarantee you that 
I will cut back milk production at 9 o'clock Thursday morning. It took herds- 
man Paul Liermann just one hour last Tuesday evening to identify the cows in 
our herd which would go to "Ronald McDonald" at the livestock auction 12 miles 
north of our town. That is exactly how fast production can be turned around, 
your budgetary problems solved, and an equitable farm income maintained. 

My numbers and analysis, arrived at independently, are slightly at 
variance with Dr. Cropps, but they come out at virtually the same end point. 


Annual milk marketings 


1979 120.9 billion pounds 
1980 126.1 billion pounds 
1981 £3020 billion pounds 


377.0 billion pounds 
Average 125.7 billion pounds of Base 
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Current commercial disappearance 
120.3 billion pounds 


3.5 government needs 


ab egs ists) 
125.7 - 123.8 = 1.9 billion pounds cut below base or a 
reduction of 1.5 percent would be non-cumulative on current CCC 


basis. 


Mr. Secretary, $6.50 does not cover our variable cost per hundred. If 
we were to cut 2 percent, Darlicia and Joyful will be gone Thursday. (Exhibit 6) 
Joyful may not be happy but she's a poor breeder and not getting much out of 
life anyway. If the Board wants a cutback of 10 percent to get this $2.2 billion 
suplus monkey off your back and ours, Alma, Joyanna, Adelle, Lurana, Dori and 
Sophie will follow. And, under the base-excess program we will be as profitable 
as before. 

Mr. Secretary, we endorse Dr. Cropp's proposal and offer a few 
constructive suggestions for making it even more effective. 

1. Page 2, D4. I would delete this section and add D4, 5, and 6 
as follows: 

4, Farmers producing less than one year prior to April 1, 1982 -- 
average monthly marketings times 12. 

5. New producers -- 70 percent of current marketings during first 
year up to 500,000 pounds. 85 percent in second year. Thereafter, syereee 
of first two and three years, a rolling base. (At 70 percent, the net blend 
price to the new producer would be the price which would have prevailed had 
there been no price support program. ) 

6. 500,000-pound bases -- at the discretion of the Dairy Board and 


the State Dairy Commissions to establish a minimum producer base for 
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established producers at 500,000 pounds annually. (It is imperative that 

economic units and productive efficiency be encouraged. Forty cows per man 
is still a useful ratio in most areas. Were I a member of the Dairy Board, 
I would want this authority, especially after the first year of operation. ) 

Over the past four decades, I have been on dairy farms and visited with 
dairy farmers in every dairy county in this nation. I have spoken to almost 
every state, nation and regional dairy farmer organization in the land. If 
you give dairy farmers a choice of sharply lower price supports ... ora base 
excess program ... the vote will be overwhelming in favor of the base-excess 
program. 

I know full well you have been told that dairymen will not accept 
bases. But they have never been given a choice ... between sharply lower 
price supports ... and a sound, economically proven base program. I have 
noted with intense interest, also, that most of the people who have offered 
opinions about farmers' willingness to use bases are those who operate plants, 
those who have a high personl and business stake in a high volume of milk 
through-put of those existing plants. And were I a plant manager, I would 
argue against bases, too, because I would not want to see the volume of milk 
going through my plant reduced by 5, 8, or 10 percent. 

Mr. Secretary, I do not ... want a subsidy which annually runs $200 
per cow for every cow in my herd. I don't want a subsidy of any kind, now 
or in the future. I want responsibility. I am willing to share responsibility 
with other dairymen. In our own case we have not increased production over the 
last three years. I know it is unfair in some respects to suggest that our 
farm cut back five or ten percent in our own production while others have 
increased their production. It is as Senator Russell Long says -- "Don't 


blame you, don't blame me, blame the guy behind the tree”. It serves no 
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constructive purpose to point the finger at one state, one producer, one 
region. We must start from where we are and take corrective action as 
responsible businessmen. 

Several years ago the greatest dairymen and international trade 
authority I have known in this world, Arthur Ward of New Zealand, told me 
that only a base-excess program such as we were developing would successfully 
defend the United States dairy industry from the charge of export dumping. 

If there is an export market out there, then it is firmly fixed that the 
dairy farmers of this country are producing at the export price ... without 
government subsidy. 

I think it is vitally important that the dairy board's authority be 
flexible. We don't want to shorten markets so that they become deficit 
markets. We don't want to create a situation where we are subsidizing the 
trucking industry. We want to be able to anere acount yh marketings quickly. 
We want to be able to respond in the event of a national emergency ... or for 
national security reasons. 

The auditing required under the base-excess proposal can be simply and 
easily handled without a large stats build-up. I submit that the auditing 
forces in the Federal Order Markets, with relatively small additions of 
personnel, can handle the auditing of the base-excess program efficiently 
and promptly. 2 

A question has been raised as to whether or nota Secretary would be 
willing to delegate as much responsibility and authority as is indicated to 
a Dairy Board. It is a good question. Were I Secretary of Agriculture, I would 
want a Dairy Board. There are going to be occasions when it has to make 
unpopular decisions. I would just as soon not have my president make unpopular 


decisions. I would demand the right to review the decisions of the board in 
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the public interest. If I found myself in strong disagreement with the 
Board's policies or administrative decisions, I would be very happy as Secretary 
to refer such differences to a joint standing committee of Congress for a 
resolution of that difference. I believe, however, that a well-qualified 
board of 12 people will make the right decisions, will not be an embarrassment 
to the Secretary. In fact, I believe that board will be a great asset to him. 
Finally, on the matter of minimum beverage standards, we heartily 
endorse the California proposal. We have witnessed a steady and insidious decline 
in the beverage quality of fluid milk for 30 years. Minimum solid standards for 
beverage milk were dropped as an emergency war-time action during World War II. 
And we have accommodated that war-time action by letting the nutritional and 
beverage quality of our major fluid products steadily deteriorate for decades. 
Well-controlled, highly professional research, financed by the American Dairy 
Association, showed us years ago that our consumers prefer, from a flavor 
standpoint, milk of a certain fat and solids-not-fat content. Except for 
California and possibly two relatively small markets, we have ignored what our 
customers have told us and we refuse to take any constructive and remedial 
action. In 1970 about 73 percent of the low-fat milk was fortified, but in 
1977 only 35 percent was fortified. In 1970 74 percent of the skim milk 
was fortified, but in 1977 only 53 percent was fortified. We have argued 
for better than 25 years that all of our sires in artificial insemination 
units should be proven for their transmitting ability for proteins or solids- 
not-fat, as well as for fat and total milk. Contrary to an opinion widely 
voiced, fat and solids-not-fat are not inherited jointly. They are inherited 
separately, insofar as transmitting characteristics are concerned. The germ 
plasm is already out there in our studs; we simply have not identified the 


sires which we should be selecting for breed improvement. 
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Realistic beverage milk standards are far more than a dairy industry 
issue. They are a ... national public health ... issue as well. 

Finally, Mr. Secretary, it is my understanding the Department desires 
to submit a proposal by mid-April. I submit that such a deadline is . 
unrealistic ... unless the only alternative being considered is a simplistic 
dropping of price supports ... which I have indicated would be non-productive 
budgetarily (at least for three to four years) and would have enormous 
undesirable and unnecessaary traumatic consequences. I submit to you that 
the base-excess proposal presented by Dr. Cropp can be refined and perfected 
in two or three months' time. It is vitally important that it be economically 
sound! An extra four to six weeks for perfecting this program is precious 
little time, compared to the years of neglect and negligence by both industry 
and government. It will also provide the opportunity for a nationwide 
educational effort. Given the opportunity, I assure you we will communicate 
the provisions of that program to over 90 percent of the producers of the U.S. 
milk supply and we will do it twice a month. 

Dairy farmers are mature, responsible, conservative businessmen and 
citizens. They are helpless now ... to help you solve your budgetary 
dilemma. Give them the tools ... and they will resolve it within a matter. 


of weeks, not years. 
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My name is Bill Blakeslee. I appear here today on behalf of 
Mid-America Dairymen, Inc., a cooperative representing 11,500 dairy 
farmer member-owners in the 12 state area of Minnesota, Wisconsin, 
North and South Dakota, Iowa, Nebraska, Kansas, Missouri, Illinois, 
Oklahoma, Arkansas and Texas. 


As we continue the session on "other proposals" one wonders 
"other than what?" It seems that most possible solutions have been 
mentioned. We do not intend to burden the record by attempting to 
cover all the various proposals. 


However, we believe that we should express ourselves on those 
proposals that we support to demonstrate the unity that exists in 
the dairy industry. 


Those proposals are: 


1. The Self-Help program of the NMPF Mid-Am supports the 
program and developed an audio-visual presentation that 
was utilized at district meetings throughout the member- 
ship area. The program was supported in all areas and 
the strongest support was in the North Dakota, Minnesota 
and Wisconsin areas. This program will allow dairy 
farmers to help solve their overproduction problems. 


2. The National Dairy Products Promotion Program of the 
National Milk Producers Federation. 


We believe in and support the advertisement and promotion 
of milk and milk products. This program would generate 
almost $65 million and would provide for and estabish 
long term programs that will increase the consumption of 
milk and milk products. 


3. Increasing the minimum standards for fluid milk as pre- 
sently exists in California. 


We believe that the nutrition position of the consumer 
can be improved and stocks of NFDM reduced by increasing 
present minimum standards. 


Much can be learned by reviewing the success of the 
California program. We believe that the success should 
be carefully examined to determine its application to all 
the U.S. 


It is our understanding that when the California program 
was adopted, both processors and producers favored this. 
If our understanding is correct, we wonder why Mr. Tipton's 
group opposes higher minimum standards for fluid milk, a 
program that would improve the consumers nutrition level 
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and would likely result in a higher volume of sales. 
We think processors will support the program when they 
review the success of California. 


Assuming that the California success would apply uni- 
formly to all the U.S., higher minimum standards would 
UuCilizewanwaddiricnal@400 million pounds of S.N:F. 
annually. I am sure Jay Goold will have more to say 
about the California progran. 


We intend to work closely with the California people to 
increase minimum standards in all the U.S. to the Cali- 
fornia level. 


We also believe that all of agriculture must work closer together to 
improve the position of all of agriculture. If dairy leaders can 
assist other segments of agriculture developing programs that will 
improve their economic position, then those dairy leaders must be 
willing to do-so. 


We think the Secretary for calling this Symposium and have enjoyed be- 
3ug a part of it. 


My name is Warren S. Clark, Jr.; I am Executive Director of the American Dry 
Milk Institute and the Whey Products Institute, both located in Chicago, Illinois. 
These Institutes are non-profit trade associations comprised of cooperative and 
independent manufacturers of dry milks and whey and modified whey products. The 
Members of the Institutes manufacture a majority of the dry milk and whey and whey 
products which are produced in the United States and, therefore, frequently bear the 
brunt of criticisms leveled at either surpluses -- or shortages -- of commodity 
products (and we have experienced both within the past decade). Yet, our industries, 
for the most part, are functioning according to the supply-demand situation existing 
at any given time. And quite frankly, if it were not for the capability to operate 
in this manner, I truly believe the entire dairy industry -- stretching from the 
farmer who produces the initial raw product, to each individual who consumes dairy 
products in all their various processed forms -- would have experienced far more 
significant and immediate difficulties many years ago. 

It is my understanding Mr. Secretary, that the primary purpose of this symposium 
is to gather as much input and as many ideas as possible so that all may be considered 
and evaluated as possible means (individually or in combination) toward improving 
the current dairy situation. Therefore, I have a number of suggestions (although 
not necessarily original or unique) that I would like to have "placed in the arena” 
for further/future consideration. I also wish to note that these ideas or concepts 
are presented without lengthy description, or an economic impact study, as it is my 
understanding such may be forthcoming at a later date as the result of the joint 
inputs and efforts of all symposium participants. 

As we view the situation, current dairy support program considerations center | 
essentially in two areas: (1) a long-term Productton-Utilization relationship whereby | 


production in some manner can react more directly -- and with less burden 
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and delay -- to utilization, while still returning a fair income to farmers, thus 
ensuring the maintenance of an adequate supply of milk; and, (2) an immediate program 
for utilizing the CCC-owned products of butter, cheese and nonfat dry milk so that 
costs of the datry support program may be cut drastically in the shortest possible 
time. Various proposals to accomplish the first consideration already have received 
attention and will not be included in my remarks. The focus of recommendations and 
comments of our industries (dry milk and whey processing) will relate to the second 
important consideration listed -— that of reducing stocks of CCC-owned dairy commo- 
dities as quickly as possible, to lower total monetary outlays for the dairy support 
program. 

Our comments are as follows - 

1. Increase the use of CCC-purchased dairy products in PL 480 commodities. 
This is neither a new request on our part nor one that we trust has not been presented 
to and/or considered by you earlier. Food For Peace, PL 480, Title II commodity 
products for consideration include: wheat soy blend, corn soy milk, instant corn 
soy milk, whey soy drink, soy-fortified bulgar, soy-fortified bread flour, soy- 
fortified cornmeal, soy-fortified sorghum grits and soy-fortified rolled oats. Only 
corn soy milk, instant corn soy milk and whey soy drink contain dairy products. Why 
not a milk-fortified bread flour? While 12% NDM likely could not be used, as is the 
level of soy in this product, certainly 4-6% easily could. Or, how about 15% milk 
or whey protein concentrate in place of the 15% soy in soy-fortified cornmeal? 

These are examples of various blended and processed food products that seemingly are 
naturals to contain dairy ingredients as part of their formulation. 

2. We support Departmental actions recently taken to further exports of 
CCC-held dairy products. While it only represented 14.5 million pounds of nonfat 
dry milk, we believe that the recent barter with Jamaica was significant. Every 15 
million pounds of product removed from storage is a step in the right direction -- 


a lowering of product inventory and storage costs; we sincerely hope the next barter 


SS 
involving dairy commodities won't be another 15 years away. Your Department issues 
this item weekly -- Export Briefs. This is one of the most recent issues that I 
have seen, and in it are inquiries for dry milk shipments to Hong Kong (500 MT), 
Pakistan (quantity unspecified), and the Netherlands (500-1,000 MI monthly). And, 
this issue appears to not be significantly different from most. We encourage the 
Department to be more aggressive in moving surplus commodity products into export 
channels -~ such as these, the earlier contracted for and continuing sales to 
Conasupo, etc. 

3. Domestic distribution of CCC-held dairy products. Domestically, 100 million 
pounds of surplus process cheese, and a significantly smaller quantity of butter, 
now are being distributed by state agencies to eligible recipients (primarily to 
non-profit nutrition programs involving children and the elderly). As unemployment 
continues to rise, more people will be in need of assistance. Supplying them with 
wholesome and nutritious surplus dairy products certainly will be less costly than 
direct payment programs, while at the same time helping to resolve the current, 
critical dairy surplus progran. 

hk, A second domestic program that would afford the utilization of nonfat dry 
milk stocks is to utilize milk bread, rolls and buns, in government supported nutri- 
tion programs. The FDA standard of identity for milk bread, an existing commercial 
product, specifies 8.2% nonfat dry milk on a flour basis. This represents an 
excellent opportunity to furnish NDM, from CCC stocks, to bakers for incorporation 
into milk bread for utilization in school lunch and other similar programs. 

5. In addition to increasing the utilization of dairy products among civilian 
segments of the population, a united effort should be made to increase their utiliza- 


tion by the Department of Defense. Recent publicity noting Army and Navy -- but not 
Air Force — utilization of surplus dairy products certainly does not speak well for 





inter-Agency and inter-Departmental communication and cooperation. Significant 


quentities of nonfat dry milk, cheese and butter could be incorporated into foods 
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prepared and served in the mess facilities of all military services, and it certainly 
is time to "share the responsibility". Secretary Block recently publicly emphasized 
the cost of the dairy support program, calling it embarrassing, unacceptable and 
tntolerable for taxpayers. We submit that better cooperation between government 
agencies in working toward common goals would result in a lesser cost of the dairy 
support program and far fewer taxpayer dollars going unnecessarily into military 
food costs. Mr. Secretary, let's be perfectly fatr and above board on these matters. 

6. For some time now, the feasibility of increasing the solids-not-fat (and 
thus the total solids) content of market milk has been under discussion. By increas- 
ing the minimum solids-not-fat level from the existing 8.25% to 8.6 or 8.7% would 
result in a far superior product, flavorwise and nutritionally, while at the same 
time effecting a significant utilization of milk solids within the dairy industry 
itself. If my information is current, California requires 8.7% solids-not-fat 
(12.2% total solids) in milk at the time of delivery to consumers. Sales figures 
released last month by that State's Department of Food and Agriculture show encourag- 
ing gains in the December sales of all fluid milk products (whole, lowfat and nonfat 
milk) from 1978 to 1979 and again in 1980. I understand, Mr. Secretary, that the 
Department has given some recent consideration to this matter. I hope that considera- 
tion is on-going and that the State of California can be used as a model to effect a 
similar program nationally. 

7. A suggestion which we made in our January 27 communication to President 
Reagan, and subsequently to Trade Representative Brock, is that serious consider- 
ation be given to re-establishing a casein industry in the US. We have offered our 
industry's expertise on this subject and suggested the initiation of a joint USDA- 
dry milk industry study to consider establishing a contract program under which a 
specified quantity of casein would be manufactured each year and which product 
would: (1) utilize a significant quantity of US-produced milk; and, (2) find imme- 


diate use in the domestic marketplace so that no laboratory fees, or inventory, 
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transportation and storage costs would be involved. The utilization of fluid milk 
for this purpose would divert that quantity of milk from cheese and/or nonfat dry 
milk manufacture -- and possible procurement by CCC. 

Mr. Secretary, in concluding I want to leave you with one or two more thoughts. 
First, we appreciate having this opportunity, to publicly present some of our ideas 
to you and your staff. We sincerely hope that all of the comments presented to you 
during these two days are not merely a formal exercise, but, rather, can be evaluated 
and found to be of assistance in one form or another. Secondly, our respective 
industries, through their trade associations, actively are engaged in various market= 
ing programs that we trust will increase the utilization of whey and dry milk prod=- 
ucts, since these particular products are within the scope of our direct activity. 
As but one example, I invite your attention to this 4-color, full-page, newspaper 
promotional, encouraging the use of the REAL dairy product, Instant Nonfat Dry Milk, 
in daily family meals. I also am pleased to indicate our belief that the trend in 
US per capita consumption of nonfat dry milk, which has been dropping regularly, now 
has turned around, for such has reflected an increase of from 3.1 to 3.3# this past 
year. (Inctdentally, thie represents some 40 million pounds of product.) If some of 
the programs we have suggested to you can become a reality, we anticipate a steady 
increase in the per capita consumption of US-produced dry dairy products. 

My third and final comment is that we need assistance from the Department of 
Agriculture if we are to continue to make progress in this area. We are very con- 
cerned over the recent announcements by SRS Administrator, William E. Kibler, that 
several of the USDA crop and livestock estimating reports are to be curtailed and/ 
or perhaps eliminated. We understand the need to review and cut back program 
activities which are not essential. Much of the redirection announced by Mr. Kibler 
we can support. However, certain production reports are critical to the conduct of 


industry sales and marketing prograns, and we cannot progress if there are cutbacks 
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or cutouts of these critical reports. To have made decisions which have a signifi- 
cant negative impact on our segments of the dairy industry without consultation or 
input on their impact is most regrettable -- and, frankly, reflects actions of 
former Department officials who were not fully informed of the segment of our 
economy they were representing. I urge you, Mr. Secretary, to not allow a reversion 
to such a situation, and respectfully request your assistance in affording direct 
and specific input from all dairy processing segments before the cutbacks in SRS 
reporting programs become effective. 

Thank you. 


= % = 
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We appreciate the opportunity to present this statement 
on behalf of the independent dairy processors and distributors 
located throughout the United States. NIDA's members are pre- 
dominately small family-owned proprietorships, partnerships and 
closely held corporations engaged in every aspect of the dairy 
business. 

NIDA's principal objective in presenting this statement is 
to focus the attention of members of our industry, the government 
and the public on the critical surplus problem from the viewpoint 
of the independent businessmen-processors and handlers. We offer 
suggestions, general policy recommendations and specific proposals 
that we believe will assist USDA and the Congress in developing 
a rational and effective national dairy policy. 

NIDA strongly endorses a new approach that will stimulate a 
return to the open and competitive marketplace. 

The failures of our present dairy policies and programs have 


been adequately discussed by earlier speakers. 


A merger of National independent Dairies Association and National Association For Milk Marketing Reform 
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The need for more rational solutions has been demonstrated. 
These solutions will not be easy or painless. 

One paramount issue for this conference must be to develop 
a policy goal that will best serve the public interest. In 
achieving that eal we will also well serve our nation's dairy 
farmers and those involved in the processing and marketing of 
dairy products. 

Quick fixes and rhetorical suggestions offered at this meet-. 
ing will probably not be the final answers. This situation in 
which we all find ourselves did not occur over a short period of 
time, the problem is immense -- the solutions are complex. It has 
taken a long time for the patient to become critically ill. Radical 
surgery will probably be unacceptable. Drastic changes cannot be 
imposed without unbearable and intolerable suffering. The econo- 
mists call this economic dislocation, but we must change directions. 

NIDA's members are ordinary businessmen collectively employing 
thousands of people. Our customers expect and depend upon our 
Paarity brand name products. We know that we have and can continue 
to sell dairy products under normal competitive market conditions. 
We have that essential market discipline that comes from the need 
to produce a competitively priced quality product at a profit: 

WE DO NOT RELY UPON ARTIFICIAL GOVERNMENTAL SUPPORT TO PAY OUR WAY 
OR ASSURE OUR SALES. 
NIDA SUBSCRIBES TO THE FREE MARKET PHILOSOPHY ENCOURAGED BY 


THE ADMINISTRATION, AND I QUOTE A RECENT SPOKESMAN: 
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"The answer goes right to the heart of President Reagan's 
philosophy for turning this economy around -- his program of 
reliance on the marketplace not the federal government for economic 
progress." 

"And make no mistake, this administration is determined that 
future growth in the U.S. economy will be sound growth. It will be 
based on productivity for the market, not on billions of govern- 
ment dollars thrown at economic problems in search of economic 
Miracles." (U.S.D.A. Under Secretary, Seeley G. Lodwick, January 26, 
1982) 

We must shift our obsolete national dairy policy away from 
pouring millions of dollars into production and toward a national 
and international dairy product marketing objective. Policy deci- 
sions must include every segment of the industry -- the milk pro- 
ducers, the processors, distributors and -- milk consumers. 
Intensive marketing of fluid high protein milk and its products in 
a profitable, taxpaying, instead of tax consuming environment must 
become the number one priority of the entire dairy industry. Pro- 
ducers, processors, distributors and the public will benefit. 

NIDA‘'s members welcome and look forward to competing in a 
Marketplace that is unfettered by artificial, subsidized and pro- 
tected supply and market forces. We seek no special benefits but 
we ask that archaic and unjustified tax advantages and antitrust 
exemptions for huge producer owned agri-corporations -- engaged in 
processing, manufacturing and retail marketing be eliminated. There 


must be equity and balance with our suppliers who have now become 
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our competitors. We ask only that they meet the same competitive 
antitrust requirements imposed upon us. 

It is time to initiate new programs that will dispose of our 
existing surpluses, efficiently market future production, and also 
assure an adequate supply of milk to meet the nation's requirements. 

THE POLITICAL POWER OF THE DAIRY PRODUCERS THROUGH TARGETED 
POLITICAL CONTRIBUTIONS HAS RESULTED IN AN UNBALANCED GOVERNMENT 
POLICY WHICH HAS CONTRIBUTED TO THE CURRENT PROBLEM IN DAIRY 
SURPLUSES. SOME HAVE SUGGESTED THAT OVERPRODUCTION MAY BE THE FUEL 
FOR THE POLITICAL POWER OF PRODUCER ORGANIZATIONS. THE TILT OF 
U.S.D.A. PROGRAMS TOWARD PROMOTION OF PRODUCTION OF MILK RATHER 
THAN MARKETING IS NO LONGER RATIONAL OR ACCEPTABLE. UNLESS THERE 
IS CHANGE IN THIS POLICY, PHASED INTO OUR OVERALL DAIRY PROGRAMS, 
THE SURPLUSES WILL REMAIN. 

THIS WILL CONTINUE TO PERPETRATE A SYSTEM THAT SUSTAINS THE 
INEFFICIENT PRODUCERS. IT REWARDS THE OVERPRODUCERS AND IT BURDENS 
THE NATIONAL TREASURY -- WITHOUT SIGNIFICANT PUBLIC BENEFITS AND 
WITH HUGE FINANCIAL COSTS. 

NIDA SUBMITS THAT PAST PROGRAMS HAVE BEEN UNBALANCED IN FAVOR 
OF MILK PRODUCERS, IGNORING THE BENEFITS TO BE GAINED FROM POLICIES 
THAT ENHANCE AND FACILITATE PROCESSING AND MARKETING OF THE NATION'S 
DAIRY PRODUCTS. 

NIDA's general recommendations are: 

1. Congress must develop a National Dairy Policy, not simply 


a national milk production policy. 
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2. That special legislation presented by the Secretary and 
enacted by the Congress shall create and establish a corporation 
chartered by statute, and called the National Dairy Marketing 
Corporation. The Corporation shall be similar to other U. S. 
chartered corporations and it shall have the purpose of performing 
various functions and services to promote domestically produced milk 
and dairy products; to increase the number and size of domestic and 
foreign markets for dairy products; to increase the volume of dairy 
products marketed and consumed; to develop, test and identify new 
uses for dairy products; to franchise and license manufacturers, 
processors and users of dairy and milk byproducts; and to adver- 
tise and educate the public, and in particular new consumer genera- 
tions, in regard to nutritional and other values of dairy products. 

a. The managers or directors of the operations of the 
National Dairy Marketing Corporation, who shall direct, execute and 
carry out its policies and programs shall be appointed by the USDA 
Secretary, with three members who are producers or their association 
representatives; three members who are from noncooperative - non- 
producer owned - processors, handlers, manufacturers or distributors; 
three members from noncooperative - nonprocessor owned retailers of 
milk and dairy products; and one member each from the Departments 
of Agriculture and Commerce; and one consumer-public representative 
member. 

b. At least one of the three members of the board, 
appointed from processors, handlers, manufacturers or distributors, 


shall be identified as an independent businessman member and not 
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identified as a national dairy or corporate food processing member. 

c. The Corporation shall be funded by the required 
amounts as determined by Congress, from a charge on each hundred 
weight of milk produced and processed, with all producers and 
processors sharing equally in the cost according to their volume. 

d. A principal objective of the Corporation will be to 
develop for licensing and production a nutritious milk or milk pro- 
tein based, flavored soft drink. A major national advertising cam- 
paign shall be undertaken to promote this high protein flavored 
milk drink. All products will use domestically produced milk or 
its protein. 

3. That the Agricultural Marketing Agreement Act of 1937 
Section 8(c) and thereafter shall be amended to require that the 
minimum prices fixed for each use classification of milk and its 
products shall be the maximum prices that all producers and their 
associations shall be entitled to receive from all handlers, and 
the only additional charges that can be added to such prices are 
those for the actual and reasonable costs of services rendered by 
the producers or their associations for handlers. 

a. All producers qualified in any federal market order 
shall receive from their association as payment for milk handled, 
sold or otherwise transferred, an amount per unit or cwt equal to 
the amount per unit or cwt paid by all non-association handlers in 
that order and any deductions by producer associations must be by 
separate statement clearly informing each producer-member of the 


reason for such deduction. 
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4. The Secretary in special legislation enacted by Congress 
shall be required to determine the total volume of fluid milk for 
all uses which shall meet the needs of all consumers and users of 
milk and dairy products at the beginning of each fiscal year includ- 
ing the necessary reserve. This projected volume and reserve shall 
be based upon past records and present and future statistical evi- 
dence. The projected volume shall be the amount that is reasonably 
expected to be removed for all users, both domestically and for 
export, and the reserve is for contingent needs, but does not exceed 
an amount that cannot be disposed of annually by U.S.D.A. The sup- 
port of the price of milk shall be at the levels stated in the law 
but these prices shall not apply to nor be paid by the Secretary 
for the support of any volume of milk exceeding the projected volume 
plus reserve for the fiscal year. Any volume produced in excess of 
the projected volume plus reserve shall be supported at prices 
determined by the Secretary but such prices shall not exceed the 
actual value of the milk as a surplus commodity in any domestic 
market or at world market prices after any and all foreign govern- 
ment subsidies affecting such prices have been added back by the 
Secretary. 

a. This spectral legislation shall take effect gradually 
through 1985 in order to avoid serious economic dislocations and 
hardships. The lower support prices for surplus volumes of milk 
shall be gradually made effective at six month intervals by the 
Secretary. The lowest levels referred to above would be reached in 


1985. 
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5. That the Administration and the Congress determine the 
feasibility of income tax credits for processors who are able to 
dispose of surplus dairy products without disrupting their markets. 

6. That a tax incentive be granted to anyone who develops 
commercially feasible new dairy products which are manufactured 
from surplus dairy materials. 

7. That the Federal Trade Commission should be directed by 
the President and Congress to study the current economic status of 
all milk and dairy products markets; and the Federal Milk Marketing 
Orders and their multiplicity of regulations to determine if such 
regulations encourage overproduction and hinder marketing, and add 
unnecessary costs to milk; and whether mergers of orders is dis- 
couraging local production; and whether the merger trend of the 
regional dairy cooperatives, specifically as it relates to process- 
ing, manufacturing and distribution, is beneficial to the public. 
Thereafter FTC shall forward a report to the Congress. 

In conclusion, NIDA respectfully recommends consideration of 
the general recommendations in this statement. Our members have 
Many years of experience in milk marketing. We are hopeful that 
we can assist the President and the Secretary of Agriculture in this 
very important process. 

We suggest that USDA actively seek the guidance and support of 
the independent dairy processors and distributors. We are a viable 
and essential part of the efficient marketing of our nation's dairy 


products. 
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We appreciate the opportunity to present Farm Bureau’s views on 
the problems confronting the dairy price support program. The 
setting for this session is indisputable--the U.S. dairy 
industry is faced with the largest supply-demand imbalance in 
its history and serious questions are being raised about the 
future of the dairy program. There is general agreement within 
the industry on the dairy problem, but there is some disagree- 
ment on solutions to the problem. Our comments will be directed 
largely to finding an orderly way out of the current dilemma. 


The problem that is confronting the industry today is not 
new--it has been creeping upward for sometime. This problem 
came into sharper focus with the passage of the 1977 law which 
mandated the dairy price support at 8@ percent of parity up- 
dated every six months. Back in 1978 and 1979, as dairy re- 
placements were building in response to higher price signals, 
Farm Bureau stated that the issue is not 75, 88, or 90 percent 
of parity, but how to save the dairy price support program. 
The problem has continued to worsen. 


As of March 18, purchases for the current marketing year were up 
341 million pounds milk equivalent from a year ago. At the 
current rate of herd expansion, the dairy plant will be over- 
expanded by 9890,30@-plus cows by this October. With no letup 

in sight, the dairy program becomes increasingly vulnerable to 
drastic surgery by Congress. The message is clear-~if the 
industry wants to maintain a Drogram, it must be more respon- 
sive to market demand. 


There is substantial historical evidence that rigid price sup- 
port formulas designed to offset the impact of inflation ulti- 
mately collapse under their own weight. A similar problem is 
at the root of the budget problems of federal entitlement pro- 
grams that are adjusted annually by the full CPI to offset th 
impact of inflation. 
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Few of us want to state publicly that the dairy industry is 
faced with a serious problem or that the industry, in effect, 
is sitting on a keg of dynamite--as one dairy leader has so 
succinctly described the state of affairs--because any solution 
will mandate a difficult adjustment for some producers. Our 
only alternative now is to face the consequences. 


We have reviewed a number of proposed solutions. Some pro- 
posals would assess producers for a portion of the surplus. 
Quotas, an excess price, and other measures are being advo- 
cated. The current dairy program is subject to Congressional 
budgetary review. A caD on program expenditures is a possi- 
bility. There have been discussions on lowering the support 
price to an equivalent of 5@ percent of parity. 


In seeking a solution to the current problem, we had two major 
objectives: 


1) Maintain a viable dairy support program; one that 
provides a floor under milk prices but not ata 
level that encourages production of large quantities 
of milk that consumers will not buy; and 


2) Reduce the supply-demand imbalance to a level which 
can be absorbed by market forces in a reasonable 


time period. 


And each of the proposed solutions that were considered were 
analyzed within the following framework: 


* Will the proposal accomplish the objectives? 
* Is the proposal politically feasible? 

* Is the proposal administratively feasible? 
* Will producers accept the proposal? 


Following a review of the various options, Farm Bureau con- 
cluded that the present program--with some modification--is 
the best of the alternatives. 


One criticism of the dairy price support program is that it is 
open-ended; that is, an average price for manufacturing milk is 
set by the government and the government, in turn, purchases 
all of the milk for which there is no commercial market in the 
form of butter, cheese, and nonfat dry milk without any 
accompanying controls on production or producer assessments. 
No comparable program exists for any other commodity. Another 
criticism of the program is the difficulty in lowering the 
support level or preventing the support level from rising 

when conditions indicate that the existing level will, or 1s 
likely to, call forth substantially more milk than needed. 
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A major asset of the current program is its simplicity. Of all 
the farm programs, the dairy program has been, until recent 
years, fairly efficient from an operational basis-~--products 

are generally stored where they are produced, and no producer 
payments or quotas or allotments are involved. The major 
criticisms of the dairy program might be lessened if the sup- 
port level was more directly related to CCC purchases of butter, 
nonfat dry milk, and cheese. 


Under Farm Bureau’s proposal our present price support formula, 
which relates the support level to the volume of CCC net 
purchases, would be extended from a base of 75 percent of parity 
downward to help bring supply in line with demand and would de 
offered as an alternative for resolving the dairy problem. In 
implementing the proposal, the Secretary of Agriculture would 
set the support level annually based on CCC net purchases dur- 


ing the immediate prior year. 


CCC Net Purchases (1) Support Level 
bil. lbs. Percent of Parity 
Up to 2 88-98 
2.0-= 92.5 79 
2.6 - 3.0 78 
Skee 2os5 77 
3.6 - 4.9 76 
421 = 94,5 75 
4.6 - 5.8 74 
a ee ihe te) 73 
5.6 - 6.6 ee 
spe ee eee 71 
6:6-— °7:3¢ 70 
Coleo eeu 69 
7.6 - 8.0 68 
Cle 8.5 67 
8.6 - 9.8 66 
OFLt=" OFS 65 
9.6 - 18.8 64 
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(1) Total purchases, milk equivalent, minus 
government sales for unrestricted use; 
annual basis. 
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We believe that our proposal would provide for an orderly 
adjustment; it permits the support price to rise once the 
surplus is remedied; it could be implemented quickly; and it 
could prevent a recurrence of the present problem because the 
formula does not provide for a long-term guarantee of a 
stipulated price without regard to CCC purchases. Also, any 
solution is going to have a price tag. It is simpler to take 
the adjustment at the front end rather than after the milk has 
been produced. 


At this point it should be understood that we will not be 
auitroducing the proposal in the form-of legislation. Our 
proposal is submitted for consideration as an alternative. 


Looking ahead, the industry will be confronted with an over- 
supply problem unless more attention is directed to market 
forces and such factors as production efficiency. 


Cow numbers, for example, declined 1.3 million during the 
1973s. If cow numbers had continued to drop in 1981 at the 
1978-79 rate, the increase in milk production in 1981 from 1979 
would have been 43 percent less. CCC purchases would have been 
reduced, however, purchases would have been substantial. Why? 
Milk production per cow has increased an average of 904 pounds 
since 1978. Output per cow will continue to rise. The effect 
of this efficiency factor on the nation’s milk supply is often 
overlooked--fewer cows will be needed to supply tomorrow’s 
market. 


And in closing, confronted with the largest milk surplus in the 
history of the U.S. dairy industry, some producers are saying 
that their state is not a contributor to the surplus and point 
to other states as the culprits. What does the record show? 
During the perioi 1978-81, milk production declined ineeo 
states, remained constant in 2 states, and increased in 43 
states with 13 of the 43 states increasing production 18 
percent or more. Eight of the 135 states with a production 
increase of 10 percent or more were among the top 135 states in 
production per cow. And 7 of these states were the top 7 in 
production per cow. Dairymen cannot afford to hit out at 
production efficiency or divide the industry by blaming other 
dairymen. The root of the problem is not associated with any 
state. 


We’ve highlighted the various aspects of the dairy problem and 
offered a solution. Farm Bureau is prepared to work with USDA 
and dairy leaders to maintain a market-oriented dairy program. 


PROPOSAL FOR PRICE SUPPORT PROGRAM 
March 22, 1982 
James W. Gruebele 
Vice President and Economist 


Dairyman's Cooperative Creamery Association 
Tulare, California 


The federal price support program for milk products has been in 
operation in some form since the 1930's. Since 1950, the dairy 
price support program for manufacturing grade milk has been based 


on the Agricultural Act of 1949 and subsequent amendments. 


In observing the data, there has been considerable variation in 
the amount of dairy products purchased by the government. In 
general, in the past, as government purchases rose, price support 


levels were reduced and vice versa. 


For most of the historic period, the secretaries of Agriculture 

had the discretion to raise or lower price support levels between 
75% to 90% of parity. However, during the Carter Administration 
that discretion was limited to between 80% and 90% of parity with 
the additional requirement of a mid year adjustment. The production 
and consumption trends clearly tell us that these policies were 


dramatically price enhancing in nature. 


It is our philosophy that since it was an enhanced price that 
created the difficulty for the dairy industry that price should be 


used again to solve the problem. 
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The program we recommend is as follows: 


1. Secretary of Agriculture would have the descretion to set 
support prices between 602% to 90% of parity subject to the 


following requirements: 


A. The support price for dairy products should be reduced 


by $1.00 per hundredweight by October 1, 1982. 


B. The prices would continue to be lowered in 50 cent 
increments every 6 months until either the support price 
is at 60 percent of parity or the level of CCC purchases 


have been reduced to 3.5 billion pounds of milk equivalent. 


C. Prices would remain at 60 percent of parity at the beginning 
of each marketing year until purchases have been reduced 


to 3.5 billion pounds of milk equivalent. 


D. Once purchases are down to 3.5 billion pounds of milk 
equivalent, the support price at the beginning of the 
marketing year would have to be increased by at least 
50 cents per hundredweight or to 60 percent of parity 


whichever is higher. 


E. The Secretary would be required to review prices only 
once a year. He, of course, would have the descretion 
to change those prices more than once a year if the supply- 


demand conditions warrant it. 
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F. If, in the future, price support purchases exceed 3.5 
billion pounds. in any year, the Secretary would be 
authorized to reduce the support prices down to a 


minimum of 60 percent parity. 


We support a change in the milk standards for whole milk, low fat 


milk and skim milk similar to that used by the State of California. 


A SELF HELP PROGRAM FOR THE DAIRY INDUSTRY 
J.G. Walker, Sulphur Springs, TX 
Almost anyone knowledgeable about the dairy situation in the United States will concede 
that the dairy industry must cut back in production to more nearly supply the amount of 
dairy products the markets can absorb. The traditional way this has been accomplished 
in the past is to periodically subject the production side of the industry to such eco- 
nomic pressures that those who were least able to survive fell by the wayside. 


There is a BETTER way. Dairy farmers can be sent an economic message to cut back on 
production that will not be so devasitating on them and their families. The basic 
objective of this plan is to reduce the size of the National dairy herd down to the 
point that consumption and production are in close balance with some built in cushion 
to avoid a national short fall in production in case of some unforseen situations. It 
would stabilize prices for producers and consumers. It would reduce the cost to the 
government to almost nothing. It would not be designed or permitted to shorten the 
markets for milk so that producers could get an unfair price. 


The program is this simple: Take a uniform deduction from every dairy farmer. The 
first buyer of milk would make this deduction and turn this money over to the appropri- 
ate Fed order market administrators who would in turn identify this money to each 
individual dairyman and in turn forward this money on to the ASC offices in the 
dairyman county. (In areas that don't have Fed orders a method would have to be 
established to do this audit work). A select group of dairy farmers in each market 
region, would determine the desired culling percentage to be applied to each herd in 
their region on a quarterly basis. When an individual farmer could offer proof of 
sale for slaughter he could get his money back from his local ASC office. This 
procedure would be repeated on a quarterly basis until a balance between production 
and consumption was reached. At that point a lower culling percentage would be applied. 
The U.S.D.A. should be given the authority to temporarily suspend this program in a 
market when it appeared that market would become short of milk for fluid and traditional 
manufactured milk products. At other times the regional farmer committee would have 
control of the program. 


Those areas of the country that have gotten more out of balance from their traditional 
production would have to continue an accelerated program longer to reach a desired level. 
Perhaps the fluid markets in the south could make some contributions to the markets that 
are more out of balance until a national herd size is reached. At that point each area 
would assume full responsibility for financing their program to keep supplies tailered 
to demand. 


Some of the mechanics necessary to operate this program would be: 


1. Farmer committees in each county or area to monitor the program on local basis and 
see that cows actually go to slaughter. To oversee auditing of herd sizes and 
generally police the program on a local basis. 

2. Farmer committees in large market regions to set culling rates, take out rates, 
and to monitor production and consumption statistics and set policy and give 
leadership to program operations. 

3. National committee of dairy farmers (majority), Secretary of Agriculture, consumer 
representatives and industry representatives té coordinate programs between regions, 
set national production goals, be responsible for implementing program and having 
authority over regional committees to see that they function within the guidelines 
and goals to accomplish the national objective---to fine tune production to demand 
through controlling the size of the national dairy herd. 

4. Each dairyfarmer would register an accurate count of his milking herd with his local 
ASC office. This count would be kept current and be subject to on farm audit as in 
a drouth program. 

5. Each farmer would have a percentage factor applied to his herd each quarter as his 
culling goal. 


6. Each farmer would be required to offer proof of sale for slaughter each quarter of cows 


culled in order to receive money sent to ASC office earmarked to his account. Ye 
would be paid for each cow he culled up to the assigned percentage which if he culls 
the full percentage he would get all his money back. 

7. Farmer who did no culling would not get their money back and this money would be 
transferred to the national committee to be used in areas in need of the most culling. 


Some advantages of this program: 


1. This program does not prevent a new man from going into the dairy business. 

2. This program does not keep a man from expanding his operation. 

3. This program does not give a windfall for something of intangible value as most 
base plans do. 

4. This program sends an economic message to the dairyman to cut back when the milk 
is not needed. It then gives it all back if he follows the economic signals and 
cuts cows from his herd. 


5. This program will work because the farmer committees will be given the tools to make 
it work. 

6. This program will reduce expense to the government to fairly low levels and prevent a 
reoccurrence of runaway costs as the present program is now experiencing. 

7. This program could help the Federation Self Help Plan work if the culling program 
was incorporated into it and implemented first. Then there would not be this need 
to ship money from one area of the country to another to buy up excess production. 

8. This program would stabilize prices to producers and consumers much better than the 
plan proposed by the Federation working alone. 

9. This program would allow prices in areas to rise when farmers were not responding 
to produce more after culling had been suspended because of high fluid utilization. 

10.. This program would allow for prices to go down when market statistics show a drop in 
consumption. 


HOW THE PROGRAM WOULD APPLY TO AN INDIVIDUAL FARMING OPERATION 


Assume this farmer is getting 3000 Ibs. of milk per day. Assume a deduction of $1.00 per 
CWT = $30.00 per day or $2700.00 per quarter. Assume he has 70 milking and dry cows on the 
day the percentage factor applied to his herd. Assume the farmer committee sets a 10% 
culling goal for the first quarter. This equals 7 cows. 7 divided into $2700.00 equals 
$385.71 per cow he can get from his local ASC office at the end of the quarter. Whatever 
funds he left through non-participation would be turned over to the National committee 

to encourage more culling. 


If a farmer had a herd of extremely valuable cows that were already closely culled, how 
could he participate in this program? Remenber this program does not prevent him from buying 
and selling cows (he must keep his cow current with the local ASC office). He could buy 
dairy cows of lower quality from a neighbor and sell them as culls. This would not be 
unethical because the goal is to reduce the national dairy herd. Obviously cull cows would 
soon get in short supply. He could leave his money in the fund to be used as an economic 
incentive for others to cull. In that case he would still contribute to the long term 
stability of the dairy industry. 


At the end of the quarter the regional farmer committee in consultation with the market 
administrators and industry leaders would assess the progress thus far in tailoring the 
market and set new culling percentage to be applied equally according to herd size. If 
participation was not as good as desired they could increase the take out in order to 


increase the idemnity. They would have the tools to get the job done. 


In an individual market when the fluid use approached a critical percent the market 
administrator would have the authority to temporarily suspend the program. 


Dari-Marketing Services 
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TESTIMONY OF ANDY VANDER MEULEN 
BEFORE USDA DAIRY SYMPOSIUM 
KANSAS CITY, MO. MARCH 23, 1982 


My name is Andy Vander Meulen and I am General Manager of Dari- 
Marketing Services in Mt. Vernon, WA. Dari-Marketing is the marketing 
association for three small producer cooperatives, a Holstein cooperative, 
a Jersey cooperative and a Guernsey cooperative. Who said dairymen can't 
agree? 


We market producer milk to several Class I plants and several cheese 
Plants in the Puget Sound, Washington milk market. 


In 1978 we built and began operating Washington Cheese Company 
and it serves as a balance facility for our bulk milk sales. 


This past year, we implemented a pricing system where we collect 
protein payments from cheese plants and return a payment to our producers 
based on the protein content of their milk. 


In testifying here today I believe we must Define our Problems: 
1. Are we going to give the changes made in the New and Present 
Farm Bill a chance to work? President Reagan has asked the 


American Public to give his programs a chance to work. We ask 
that this administration give the new Farm bill a chance to work. 


2. Do we have an over production problem in the milk industry 


and in agriculture in general? 
Yes we have an abundance: 
Thank Goodness! 


Remember Poland! 


3. Are too many Federal dollars being spent on Milk supports and 
Agriculture in general? 


I guess that depends on our priorities. Would we rather 
have food or tanks? 


4. To what extent should our food production be used as an economic 
and trade weapon in international affairs? 


Food should not be used in this manner and in the past, the American 
Farmer paid a price by these actions. 


MARKETING ASSOCIATION FOR JERSEY-DARI, INC., WASHINGTON INDEPENDENT MILK PRODUCERS CO-OP AND 
NORTHWEST GUERNSEY ASSOCIATION 
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5. If production of food is used in this manner, wouldn't j;~ be 
more appropriate, that the resulting effects to agriculture - be 
charged our our defense budget - That way nobody will complain. 


6. Has our nation overlooked - taken for granted or forgotten 
that 3% of our work force, produces this nation with an abundance 
cf food stuffs - as compared to Russia's 24% and they still lack 
an adequate supply. (U S News and World Report March 1, 1982) 


I don't believe they have, but we need to continue our P. R. 
work with consumers. 


7. Do American consumers spend too much of their spendable income 
(including the costs of price supports) for their food needs? I don't 
believe so! They spend less of their spendable income on food than 
any nation in the world. 


8. Would the American Farmers - ever be allowed to organize and govern 
Commodity Boards to accomplish the following: 





a. ‘Establish Production Bases and Prices 

b. Establish Minimum Standards for a bottle of milk 

c. Determine Import levels and develop export markets 

@. Minimize Federal dollars spent on Agriculture Price Supports 


I believe these proceedings are being conducted to explore the 
feasibility of this possibility. 


Lets touch on Supply management systems. 


We in the Paget Sound adopted the first Class I Base Plan allowed 
in a Federal Order in 1967. Due to an intrepretation of the law we 
went through a reshuffle and made some changes and adopted our second 
Class I Base Plan in 1972, which is still in-effect today. It gave 
producer's the option of adjusting his production closer to the 
Class I price by acquiring base or reducing his production. Producers 
and cooperatives who want to expand, prefer Blend pricing. A cloud 
hangs over our heads in the Puget Sound presently due to a Hearing held 
in August to merge two orders in Washington. Why was the authorization 
deleted in the new Farm Bill for Class I base plans? Did this 
ever cost the taxpayer a dime? Did the leadership in the dairy 
industry make an effort, that this authorization be included 
in the new Farm Bill? 


Lets stop kidding ourselves - If there is going to be different 
prices for different portions of producer production - there has 
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to be some sort of base or quota system so producers can choose 

if they want to produce it. I would like to suggest that increasing 
the spread between Class I and Class III along with authorization 
for Class I Bzse Flans in Feceral Orders may be a means of reducing 
the over supply of Cla III production and give producers the 
choice of producine closer to the Class I needs. 
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We would support a Csif Help Frogram - provided - that producers are 
issued production bases individually or to their cooperatives. We 
support the Self Help proposal of U.S. Representative Gunderson as 
presented by Bob Cropr and suggest that such production bases be 
allocated to producers or their cooperatives. We have heard complaints 
that bases or quotas are difficult and sticky to administer. Allocate 
them to the cooperatives who choose to do so, and let us do it. 
Without bases or quotas we'll be like the dog chasing his tail. I 
commend Bill Knox in telling it the way it is, last night and support 
his recommendations and concerns. 


We support raising the national Standards in a bottle of milk to those 
adopted by California. 


We support a more aggressive advertising check-off - provided - 
matching funds are received from the end packager and a pro- 
portionate amount of brand advertising is done. 


In summary - I believe we need to ask ourselves as a nation; 


Are we going to persue a cheap food policy, at the expense of 
the American farmer -- 

Or are we going to recognize one of the greatest assets this 
nation has - our ability and incentive to produce food in abundance, 
as no other nation, in the history of mankind: 


Thank you Mr. Secretary. 


RECOMMENDATICNS TO PEDUCE DAIRY PRICE 
SUPPORT PURCHASES AND COSTS 


By Truman Graf 
Department of Agricultural Economics ~ 
University of Wisconsin, Nedison, Wisconsin 


Presented at 
U.S.D.A. Public Dairy Symposium 
Marriott Hotel, Kansas City, Missouri 


March 23, 1982 


Quoting U.S. Secretary of Agriculture John Block, the purpose of this 
symposium is to "tackle the severe problem of dairy surplus and the increasing 
costs of government support payments, throuch recommendations for changes in the 
dairy price support program." I recommend revision of U.S. dairy import- 
export policy. 

Vhat does dairy import export policy have to do with dairy surpluses, 
and the dairy price support program? A great deal, because dairy imports and 
exports heve:a major impact on dairy price support costs. Consider the following 
facts: 

(a) U.S. dairy exports were $251 million in fiscal 1981, compared to $619 
million in dairy imports -- over a $350 million minus gap. This $350 million 
net import gap indirectly increases dairy price support costs. 

(b) Dairy exports were two-fifths of dairy imports last year, and averaged 
one-fourth of dairy imports during the previous half decade. In three of the 
past tenyears, net dairy imports exceeded dairy price support purchases. Thus, 
net dairy imports have been an important factor in dairy price support purchases 
in the past decade. 

(c) Net dairy imports in fiscal 1981 were 2.3 billion pounds of milk 
equivalent -- 18% of CCC purchases of 12.6 billion pounds of milk equivalent. 
This 2.3 billion pounds of net dairy imports would cost dairy farmers approx- 
imately $.41 per cwt. if the dairy price support program were eliminated or 


substantially altered. This conclusion is based on USDA Agricultural Economic 
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Report No; 278, which states that "for every 500 million pounds of product milk 
equivalent imported, producers’ returns would be reduced about 9 cents per 


hundredwei cht." 


EEC Dairy Export Subsidies -- A Deterrent to U.S. Dairy Exports 

EEC export subsidies are commonplace on skim milk powder, butter, and 
cheese -- major products we attempt to export. Those export subsidies make 
it possible for EEC countries to sell dairy products at world prices, even though 
their internal subsidized prices are far higher. Unless we also subsidize, 
we cannot compete with EEC subsidized dairy products. Therefore, subsidized 
foreign dairy products compete head to head with our domestic dairy products 
in international markets. This accounts in large part for our poor dairy export 
situation, which in turn increases dairy price support purchases. 

The magnitude of EEC dairy export subsidies resulting in world prices 
considerably below our price, are quantified in Tables 1 and 2. This situation 
makes it virtually impossible for us to compete commercially in world markets, 


hence increasing dairy surpluses, and price support purchases. 


TABLE 1 


Europeon Economic Community Dairy 
Export Subsidies Per Pound in 1981 


Nonfat dry milk $.19 
Cheddar cheese $.23 
Emmenthaler cheese $.46 
Butter $.52 
Casein@entians Ris Fees ywity’$, 85; 
TABLE 2 
Wholesale Dairy Prices Per Pound in December 1981 
World Less 
Usse World Than U.S. 
Butter $1.47 $1.09 $.38 26% 


Cheddar cheese $1.33 $.75 $.58 44% 
Nonfat dry milk $.95 $.48 $.47 49% 
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EEC Dairy Export Subsidies -- A Stimulant for U.S. Dairy Imports 


EEC export subsidies are also used to move dairy products into the U.S. 
The 1979 U.S. Trade Act permits 60 day action by us in stopping domestic price 
undercutting by subsidized imports, but the practice can go on that long 
before being stopped. The Act does permit subsidized imports priced at the 
same level as our dairy products. Therefore, subsidized imports compete head 
to head with our‘ domestic dairy products in the U.S. 

For example, last year West Germany undercut our Grade A-B Swiss cheese 
prices by $.07 per pound, and Denmark undercut our Grade C Swiss price by $.17 
per pound, through the use of export subsidies. Both were forced to reduce 
their subsidy to eliminate the price undercutting, but the practice continued 
for some time before being stopped. There were several other similar ins tances 
from various EEC countries last year, with subsidized cheese undercutting our 
domestic cheese. 

At the time Germany and Denmark were forced to reduce export subsidies on 
Swiss cheese, EEC countries also reduced export subsidies three to eight cents 
per pound on other types of cheese -= Gouda, Edam, Danbo, Havarti, 

Danish Blue, English Stilton, Emmenthaler-Gruyere, and Esrom. This 1]1lustrates 
the wide vartety of dairy products that have EEC export subsidies, which compete 
vigorously with our dairy products, thereby increasing surplus supplies in the 
USS. 

Export subsidies are used to move dairy products out of overseas markets 
to compete with our dairy products. This contributes to our dairy import-export 


imbalance, and increases dairy price support purchases. 


Government Import Levies 


EEC import levies are assessed at the difference between import prices 
cited in Table 3, and world prices. Thus, import levies were approximately 
$.95 per pound on butter ($2.04-$1.09), and $.41 per pound on skim milk powder 
($.89-$.48). 


TABLE 3 
EEC Minimum Import Prices in 1980/81 
U.S. $ Per Lb. 


Butter $2.04 
Skim milk powder $89 
Cheese (Parmesan) $2.65 
Whey powder $725 
Dry whole milk S15 37 
Evaporated milk $.22 
Condensed milk $.70 





Minimum import prices are higher than EEC support purchase prices -- $.19 
per pound higher for butter, $.12 per pound higher for skim milk powder, and 
$.23 per pound higher for cheese in 1981. This import pricing procedure 
increases import levies, further deterring imports, and increasing our dif- 
ficulty in moving dairy products into Europeon markets. 

Import levies by other countries increase the landed cost of our dairy 
products. This further contributes to ourdairy export difficulties, and increases 


dairy price support purchases. 


Casein Imports 
The most quoted recent dairy industry statement is from the USDA publication 


on casein imports (USDA, ESS, Staff Report AGESS 810521): "If no casein had been 
imported in 1980, Government purchases of nonfat dry milk would have been 333 
million pounds lower, saving about $300 million in CCC outlays." Reference to 
the U.S.D.A.'s own publication therefore verifies a positive correlation between 
casein imports and dairy price support purchases. As is universally known, there 
are no import quotas on casein. EEC casein subsidies are indicated in Table 4. 

EEC subsidies of $.95 per pound are two-thirds of current U.S. average 
casein prices of approximately $1.45 per pound. Quoting the USDA publication: 
"This subsidy helps explain the dramatic increase in exportable supplies of 


casein from the EEC. 


TABLE 4 


Subsidies to Casein Manufacturers 


U.S. $ Per Lb. (1980 


Ireland $.82 
France $.83 
Netherlands $.83 
Germany $.87 
EEC $.95 (as of Jan. 1982) 


Casein imports doubled since 1965, and increased approximately one-third 
during the 1970's, to 152 million pounds in 1980. In 1955, 99% of the casein 
wes used for industrial products, and only 1% for food and feed. By 1980, 872 
of casein imports were used in food and feed directly competing with U.S. dairy 
products, thereby increasing dairy price support purchases. 

The opportunity for unlimited subsidized casein imports into the U.S. 
hurts our dairy import-export balance, thereby contributing to the dairy price 


support problem. 


Conclusion 

The U.S. dairy industry could compete in world markets if the U.S. sub- 
sidized dairy exports as its competitors do. This would reduce dairy price 
support costs more than the cost of the export subsidies, since it would free up 
the U.S. commercial dairy industry to compete in world markets, and sell as 
aggressively abroad as at home. Now they cannot, and as a result, unsold dairy 
products end up in government warehouses as government price support purchases. 

Direct dairy export subsidies would merely replace the indirect dairy export — 
subsidies which now exist, and would therefore not reflect a change in trade 
policy, which the Administration says it opposes. Rather than buying dairy 
products, for price support, and then selling them for less than half their cost 
as tn the U.S.-New Zealand butter sale, it would be far cheaper to directly 
subsidize dairy exports, and let commercial dairy firms aggressively market 


them internationally. 


* 


The 1981 Farm Bill gives the President authority to use dairy export 
subsidies, and this authority should now be used, which would reduce dairy 
price support costs. 

Tighter restrictions on dairy imports similar to those practiced by our 
competitors would also narrow the dairy import aap, thereby reducing price 
Support purchases. This is particularly true with respect to casein imports, 
which the USDA itSelf concedes substantially increases dairy price support 
purchases. 

The Administration contends that the export market is a poor alternative 
in solving our dairy surplus and price support problem, because “our prices 
are considerably above world prices, and we are working to reduce trade 
barriers." 

Our dairy prices are above world prices because other countries subsidize 
dairy exports. Why would doing exactly what our competitors do, no more, no 
less, antagonize them and jeopardize our grain sales? How could they object to 
our doing what they do? It could actually lead to speedier reduction in trade 
barriers because of our improved bargaining position, which would serve as a prod 
to getting other countries off dead center on trade negotiations. 

This would also improve our dairy price support situation, because we can 
compete in the world dairy market if we are on equal basis with other countries 
with respect to trade regulations. Now we are not, which has resulted in a large 
excess of dairy imports over exports, resulting in increased dairy price support 
purchases. Dairy export subsidies and import regulations similar to our com- 
petitors could substantially improve the dairy price support situation and should 


be implemented. 


STATEMENT BY JOSEPH WESTWATER, DAIRYMEN, INC., BEFORE USDA DAIRY SYMPOSIUM 
KANSAS CITY, MISSOURI, MARCH 22, 23, 1982 


As a member of our cooperative's management team, I am here today 
representing our Chief Executive Officer, Ben F. Morgan, Jr. and the 
8,000 dairy farmer-owners of Dairymen. 

Dairymen, Inc. is a regional milk marketing cooperative, owned by these 
8,000 dairy farm families in 17 eastern and southeastern states. 

Dairymen, Inc. believes this meeting is vital. We appreciate the 
opportunity to appear here today to detail changes we feel are necessary 
to achieve a better balance between national milk supply and demand, 
while maintaining dairy farmer income at a level sufficient to encourage 
adequate milk production capacity. 

Most observers of American agriculture believe that the milk price 
support program has been successful. Over time, it has brought forth an 
adequate supply of milk at reasonable prices. In fact, Americans pay 
less for milk and dairy products--in terms of minutes worked--than do 
the people of any other industrialized nation. But, while the national 
milk supply has bee adequate since the program began in 1949, it has also 
fluctuated somewhat from year to year. This fluctuation has been 
principally in response to variations in weather, the cost of labor 
and feed, prices paid for cull cows, and off-farm employment. Supply has 
been relatively short in some years and long in others. 

However, milk production has increased dramatically during the last 
two years while domestic consumption has remained flat. This has resulted 
in large purchases of butter, nonfat milk and cheese by the Commodity Credit 
Corporation. This situation has not gone un-noticed by Dairymen, Inc. 

As a means of softening the impact of these large purchases in the 
Southeast, Dairymen, Inc. developed two short-run programs to encourage 
our members to reduce production. Under the first Dairymen program, 
which was in effect last year, members received $100 for each producing 
cow moved to slaughter from March 5 through March 31. The money to pay 
the $100 per head came from savings made possible by reduced transportation 
of surplus milk to distant plants for manufacturing. Our farmers so moved 
22,000 head during those few weeks. We estimate that we would have an 
additional 20,UUU,000 pounds of milk for each of the months of April, May 
and June if our farmers hadn't culled these 22,000 cows. 

The second plan, which we call "HELP", will be effective March 
through June of this year. It is geared to reduce production during the 
flush season as was the culling program. Under the plan, each of our divisions 
will have a daily base equal to daily average production during February 1982. 
Payment for production over base in the coming flush months cannot be in excess 
of $10.50 per hundredweight--about two dollars below the price currently 
being paid for manufacturing milk 

Since Dairymen, Inc., represents less than 5% of national milk 
production, these efforts on our part can have only a small effect on 
national milk production. And, there is no denying that Commodity Credit 
Corportation pruchases have been heavy. But, we must keep in mind that 
much of the increase in purchases has been due to shockingly low prices 
paid for feed and low prices which farmers receive for their cull cows. 

Our members tell us that, if feed prices and/or cull cow prices were to 
increase, we would see our surplus disappear. 
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What should we do nationally? We cannot lower prices enough to cut 
back production in the short run without destroying the capacity to produce 
enough milk to feed our people. In fact, prices as measured by parity 
are considerably lower now than they have been since the price support 
program began. 

In our judgement, the only viable means to eliminate the surplus 
problem is to look to increasing milk and dairy product markets--through 
increased consumption domestically and through increased exports. 

There are several ways we can increase consumption. One of these is 
to revive the Special Milk Program in our schools. Millions and millions 
of 1/2 pints of milk have moved through this program and millions more 
could be in the future. The basic thrust behind the start of this program 
in the early sixties was that fluid milk consumed by school children would 
be more nutritious than alternative beverages and would also cut government- 
purchased surplus dairy products. USDA and the 0O.M.B. may want to take 
another look betore they cut what few dollars remain in tnese programs. 

Incidentally, Mr. Bernard Trugman with whom I sat yesterday suggested 
putting fluid milk on the bonus commodity list. I think this or some 
variation has merit. 

Use of dairy products in school lunches could be expanded as another 
means of increasing consumption. At a recent meeting in Tennessee, a 
school official complained about the difficulty of obtaining surplus dairy 
products. We urge the Department to take another look at its regulations 
to see if red tape can be eliminated and distribution techniques improved. 
We believe the “National Inventory System” as proposed by Affiliated 
Food Processors, Inc., would be a giant step in the sight direction. 

But, to successfully eliminate current and future milk surpluses, we 
must look for really new ways to expand domestic consumption and exports. 
Indeed, the Department and the agriculture sector must go back to square 
one and take a look at American agriculture policy. 

We do not have a dairy problem--we have an agriculture problen. 
American agriculture is interrelated with agriculture in the rest of the 
world. We cannot have a so-called free enterprise agriculture in the 
United States while the rest of the world practices managed agriculture. 
The Department should address the current milk surplus as part of the 
total agriculture problen. 

In other words, if the most efficient agricultural production machine 
in the world is to survive, we must recognize the rules of the international 
game. Thus, we either change the international rules or adapt our American 
agriculture to a managed agriculture. 

At a recent meeting of the National Milk Producers Federation Board 
of Directors, a consensus as to how to approach the current dairy problem 
was agreed upon. It recognizes that we must begin to manage the dairy sector 
of America in a manner compatible with techniques used in other countries. 

But first, with respect to the efforts to enchance domestic consumption, 
the Board approved what we call the National Dairy Products Promotion 
Program. Each farmer would contribute 5 cents per hundredweight to be 
used by a Board composed of dairy farmers to promote the sale of milk and 
dairy products. 
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Such programs are not new. They are used for other commodities as 
well as for milk. but, there is no national milk program. We hope the 
Department will support us as we seek legislation authorizing the program. 

The second Federation program is new. It goes to the heart of the 
agricultural problem this nation is suffering. We call it the “Dairy 
Stabilization-World Price Program." Pat Healy--who presented a statement 
earlier--described the program in some detail, so I will not elaborate. 

I would, however, state that American dairy farmers are the most 
efficient in the world with the possible exception of Australia and New 
Zealand; and these two countries produce less than 20 percent of the milk 
we produce. 

But, even though we are efficient, we are, for all practical purposes, 
excluded from selling in the growing export markets. We are the only 
significant milk-producing nation which does not encourage exports 
through subsidy arrangements or pooling techniques. We are also perhaps 
the only nation where the government discourages dairy product exports 
and encourages imports. 

We should look at this policy. It would be in the long-run interest 
of a more favorable balance of trade if our government began to encourage 
exports. It could signal such encouragement by supporting the Federation's 
plan. If it believes changes necessary, I'm sure the Federation and its 
members would be receptive. 

Dairymen, Inc., is ready to assist in solving the surplus production 
situation. This meeting indicates U.S.D.A. is also. Perhaps U.S.D.A.'s 
most important function will be to reconcile different points-of-view in 
the Department, in the State Department, in O.M.B., and in the Congress. 


Speech by Jim Neu 
President of Neu Cheese Company 
Hartington, Nebraska 


Delivered at the Dairy Symposium 
March 23, 1982 
Kansas City, Missouri 


My name is Jim Neu. I am President and General Manager of Neu Cheese 
Company, located at Hartington, Nebraska. About 390 independent dairymen 
supply milk to Neu Cheese Company. This milk is made into monterey jack, 
cheddar, colby and ricotta cheese. Neu Cheese is one of the largest 
manufacturers of monterey jack in the United States. We market our cheese 
under the Neu Cheese label in the Midwest and in southern California. 

We also supply a number of major grocery chains with cheese. In additon, 
we purchase nearly two million lbs. of Grade A milk from independent 
dairy farmers each month. We normally ship 60% of this Grade A milk 

tv bottlers and process the balance into cheese. 


Our plant competes with the super cooperatives of Mid-America Nairymen, 
Associated Milk Producers, Land O'Lakes, Inc. and the National Farm Organi- 
zation. We also compete with one independent cooperative and three inde- 
pendent proprietary cheese plants for our milk supply. 


ln my Opinion, the solution to the problem of the oversupply of 
miik and the resulting government purchase of cheese, butter and non- 
fat dry milk does not require congressional action or approva!) to implement. 
the solution that I am about to suggest will have the following effects: 


1. it will lower the milk price by approximately 19¢ por gallon 
to the 150 million American consumers who are consuring the miJk that 
has been processed by handlers under the Federal Order program. 


2. It will save taxpayers billions of dollars in government purchased 
cheese, butter and non-fat dry milk. 


3. It should ultimately provide all milk producers in tin U. S. 
with higher milk prices by providing competition among milk buyers for 
milk pro@ucers’ production. 


4. It can be quickly implemented within a period of months so that 
the results will quickly be noted in the amount of chees, butter and 
non-tat dry milk the government is obligated to buy. 


I would also like to point out that what I am going to suggest does 
not lower the price Neu Cheese Company would pay for cheese milk one 
cent. My suggestion deals solely with how to lower our government purchases 
of cheese, butter and non-fat dry milk. 


Congress spent 9 months deliberating a support price for milk. They 
finally arrived at a figure of $12.80 per 100 lbs. for 3.5 percent butterfat 
milk as the correct support price for manufactured dairy products. This 
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is roughly equivalent to 70% of parity. Of all milk produced in the 
United States, only 15% is produced specifically for manufactured dairy 
products such as cheese, butter and non- -fat dry milk. This support price 
returned manufacturing grade dairy farmers an average of less than $12.56 
per 100 lbs. in December, 1981. 


Unlike any other commodity supported by a government program, another 
program is in effect that also sets the price of milk. This program 
is the Federal Milk Marketing system. Eighty-five percent of the milk 
produced in the United States in December, 1981 was produced as Grade 
A milk to be used for bottling milk. Its price is set by the Federal 
Milk Marketing Order system. The Federal Milk Marketing Order system 
price returned dairy farmers an average of $13.68 per 100 lbs. in December, 
1981. This is an increase of $1.12 per 100 lbs. over the support price 
set by Congress. The Federal Milk Marketing Order system price is based 
not on the cost of producing milk but on the distance that a milk bottling 
plant is located from Eau Claire, Wisconsin. Currently, the base price 
at Eau Claire, Wisconsin is 90¢ per 100 lbs. over the average manufacturing 
milk price paid in the states of Wisconsin and Minnesota for any given 
month. In December, 1981, therefore, the Grade A milk bottling price 
at Eau Claire, Wisconsin was the $12.56 average manufacturing milk price 
plus the 90¢ per 100 lbs. bonus or $13.46 per 100 lbs. As a general 
rule, the further one moves away in any direction from Eau Claire, Wisconsin, 
the 90¢ bonus is increased. It is increased by 15¢ per 100 miles. This 
resulted in a Grade A bottling price of $13.78 per 100 lbs. in Chicago, 
Illinois, a price of $14.26/100 lbs. in Kansas City, Missouri, a price 
of $14.84 in Dallas, Texas, and $15.04/100 lbs. at Phoenix, Arizona, 
in December, 1981. None of these prices has any relationship to the 
cost of producing milk. Were you aware, as an example, that Phoenix, 
Arizona has become a significant dairying area as a direct result of 
the high bottled milk prices charged milk bottlers, and, therefore, milk 
consumers in that Order? In December, 1981, the milk producers under 
that Order produced 96 million lbs. of Grade A milk, yet only 56 million 
lbs. was used in the bottle. The balance of nearly 40 million lbs., 
more than 1 1/3 million lbs. per day, was used for other manufactured 
milk products including government purchased cheese, butter aid non-fat 
dry milk. The vrice is set so high that investors, not family farmers, 
are continuing to increase dairy production facilities because they can 
haul feed from the midwest to the Arizona desert and still make money 
converting that feed, via milk cows, into more milk so that the government 
will have tc buy more cheese, butter and non-fat dry milk. This same 
situation exists around almost every city in the U. S. 


As the Federal Milk Order system was conceived, the bottling orice 
was to be set high enough so that dairy farmers are encouraged to meet 
current needs and further to assure a level of farm income adequate to 
maintain productive capacity sufficient to meet anticipated future needs 
of Grade A bottling milk. An adequate suonply plus a reasonable reserve 
is considered by many to exist when 70% to 80% of the Grade A milk produced 
is used as bottled milk. Anything under that would be considered to be 
excess production. In December, 1981, only 48% of the Grade A milk produced 
in the U. S. was used as bottled milk. The balance, 52%, was used for 
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producing other manufactured dairy products including the 'humunqus' 
stores of government purchased cheese, butter and non-fat dry milk. Last 
year the Government purchased 15% of the cheddar cheese, 21% of the butter 
and 67% of the non-fat dry milk produced in the U. S. All of this was 
purchased from the excess Grade A milk produced or excess surplus Grade 

A product which displaced normal sales from the 15% of the milk produced 
specifically as manufacturing grade milk under the $12.80 support program. 


My solution to the problem of our government buying too much surplus 
dairy products is for the Secretary of Agriculture to either eliminate 
the Federal Milk Order program or to hold Federal Milk Order hearings 
and lower the price that milk bottlers are to pay for Grade A bottling 
milk. This would have the direct effect of lowering the price Grade 
A producers receive for their milk until the Grade A surpluses and, therefore, 
government purchases of cheese, butter and non-fat dry milk decrease. 


Another provision of the Federal Milk Marketing system is the granting 
of special “benefits” to cooperative oryanizations. These benefits are 
such that any other form of Grade A milk supply organization cannot exist 
for any period of time and survive economically. This, in effect, gives 
the cooperatives in any Federal Market Order the monopoly power over 
the Grade A milk produced in that Order. Since the super cooperatives 
have been now formed through mergers and acquisitions, and antitrust 
provisions of the Capper-Volstead Act exist, allowing two or more cooperatives 
to ‘bargain’ for higher prices, these cooperatives together can demand 
even higher prices from the milk bottlers over the Federal Order price. 
These "premiums", as they are called, must also be passed on to the milk 
consumer in the form of higher milk prices. In December, 1981, they 
averaged 70¢ per 100 lbs. for all bottled milk purchased under the Federal 
Order system. This equates to 6¢ per gallon of milk charged consumers 
for that month alone, in spite of all the overproduction. 


Under Section 2 of the Capper-Volstead Act, the Secretary of Agriculture 
has the power to rescind the anti-trust exemption of the super cooperatives. 
He can do so by calling an investigative hearing to take away the cooperatives’ 
antitrust monopoly provisions to provide competition in the marketplace. 
If this were done, I'm certain the 6¢ per gallon average premium wouldn't 
exist. 


I would like to comment briefly on two other proposals for reducing 
the supply of milk that have been publicized of late. First, the lowering 
or elimination of price supports would create total chaos throughout 
the U. S. dairy industry. The 15% of the milk specifically produced 
for manufactured dairy products would be virtually eliminated from the 
Marketplace. By the elimination or lowering of supports, it is suggested 
that the price of manufacturing grade milk would drop to approximately 
$10.00 per 100 lbs. 


At a $10.00 support price, parity would be lowered much below the 
70% of parity which Congress set last December. Little manufacturing 
grade milk could he produced for that price. Without a representative 
price for manufacturing grade milk in Wisconsin and Minnesota, how then 
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would the Federal Order price be established? It is doubtful if 
enough manufacturing grade milk would be produced to establish a 
price. With an add-on of $1.12 over the estamated $10.00/100 lbs. 
manufacturing grade price, the Grade A bottling milk price in 
Minneapolis would be $11.12/100 lbs. With only 16% of the Grade A 
milk produced in the Order, in December, 1981, used as bottling 

milk, Grade A producers would receive only $10.17 per 100 lbs. as 

a blend price for their milk. With this price, it is very possible 
Minnesota, Wisconsin and other upper midwest states would become 
importers of milk from the higher priced milk areas to the south. 
With the $2.32 add-on over the manufacturing grade price of $10.00/ 
100 1lbs., milk would probably still be produced in the Dallas, Texas 
Order. The same would apply to most southern, eastern and far west- 
ern states which are furthest from Eau Claire, Wisconsin. The natural 
cost-efficient states of the midwest virtually would be eliminated as 
milk producing areas. With this loss, the storehouse of milk for 
other areas of the country in times of drought and lower production, 
would be gone. The economic disruption to the natural cost-efficient 
milk producer as well as to the economies of those areas now 
dependent on Gairying. I cannot visualize a Secretary of Agriculture 
lowering or eliminating price supports on milk when there is a more 
viable alternative -- lowering Grade A bottling prices. 


The second suggestion we hear much about recently, if the for- 
mation of a Dairy Board by the National Milk Producers' Federation 
to pay for excess production and to charge that cost to all milk 
producers everywhere. This estimated $1.00 to $2.00/100 lb. charge 
against present prices would also have the same effect on present 
low priced milk states such as in the upper midwest as lowering 
support prices. In addition, it could essentially create an OPEC 
of milk. The super cooperatives make up the major members of the 
National Milk Producers' Federation. These super cooperatives are 
the same organizations that demanded ever increasing prices for 
bottling milk from former Secretaries of Agriculture, just as 
OPEC did from its customers. The super cooperatives now have 
the prices so high that the overproduction of Grade A milk is 
creating the surpluses of government purchased cheese, butter and 
non-fat dry milk. These same cooperatives, through the National 
Milk Producers' Federation, now beseech the Secretary of Agriculture 
to let them dispose of a part of that surplus and yet tax all milk 
producers everywhere for their overproduction. How OPEC wishes they had 
an Uncle Sam to sop up their overproduction, maintain their high oil 
prices and yet let them continue to overproduce oil. I fail to see 
how the super cooperatives in the name of the Dairy Board will be 
able to sell enough products overseas at any price to take our 
government out of this mess. 


It is hard to think of any group less qualified to marked sur- 
Plus dairy products than the dairy cooperatives. Everyone knows that 
their main objective is to produce as much milk as possible and then 
expect American taxpayers to subsidize this production. The logical 
course is to pursue those sales overseas through commercial channels 
with those companies who specialize in selling diary products on the 
international market. ; 
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Secretary Block, I hope you will choose to lower the price of Grade 
A milk by lowering the Grade A bottling price, rather than create the 
political chaos that the elimination or lowering of price supports would 
create. I also hope you let private enterprise prevail rather than create 
another federal bureaucracy with more federal regulation in the form 
of a super cooperative Dairy Board. 


In summary: 


The solution to the problem of oversupply in the nation's milk industry 
is to: 


First, reduce the incentive for inefficient production by eliminating 
or lowering the prices established under Federal Milk Market Orders. 
The Secretary can accomplish this, without resort to Congress, through 
his department's own administrative procedures. 


Second, the Secretary should also rescind the special anti-trust 
exemptions to cooperatives, granted in the Capper-Volstead Act. This 
would restore a measure of competition to milk marketing and eliminate 
part of a 6¢ a gallon average "premium" the cooperatives are currently 
extracting from bottlers. 


Lowering the Federal support price established by Congress will 
not solve the problem. It will create chaos in the industry.. The 15% 
of milk that is now specifically produced for manufactured products would 
be eliminated, thereby disrupting the price structure upon which Federal 
Orders are based. 


Creating of a Dairy Board dominated by the super cooperatives would 
amount to creating an OPEC of milk. These are the same cooperatives 
who have demanded ever-increasing prices for bottling milk through Federal 
Marketing Orders, thereby creating the surplus. I can think of no one 
less qualified to bring this problem under control than they. 


Thank you for your attention. 


SUMMARY OF ADDRESS BY SRYIN B2UDER, BRUDER DAIRY PRODUCTS 


1. Adressing effects of C.C.C. inventories and 3 possible answers. 


2. Sven after supply and demand are brougnt into line, Government 
inventory will still distort the marxef. 


3. Source of figures is "Cold Storage Holdings” from D.M.N., 
Vol. No. 49, issue No. 8, Februagy 26, 1982. 


4. C.C.C. inventory of Natural American Cheese has increased from 
1.6% in 1980, to 16% in 1981 and is 40% in 1932, 


5. If the inventory enters the commercial marxet improperly, there 
will be few commercial survivors, and only one or two companies will 
then control the market. 


6. Wnen supply and demand were in balance, increases in prices 
offset increased production costs. Tnis is not happening today, so 
oroduction increases are used to increase farm income. 


7. This increased production is not clearing through the commercial 
marxet, but is going into C.C.C, inventories. These inventories have 
tne effect of placinz a cap on prices. 


8. Review of reduction techniques, 


9. The 30 miliion pound give-away is self-defeating, because as 
commercial disappearance of process cheese declines, tne sales to C.C.C. 
of barrel will increase, 


10, The 110% sell bacx program, which should help to stabilize 
product availability and prices, is not working because C.C.C. is selling 
into a glutted market. The present formula encourages commercial sector 
sales to C.C.C., because of tne bargain storage and finance charges, 
when buying bacx long hold cneese. This program also does not reduce 
cC.cC.C. inventories, but merely recycles aged product for new. 

Should change plan to one that would sell bacx< current cheese at 
tne old 105% level, and also add on storage and interest on a monthly 
basis. Results would be less movement to C.C.C., and the private sector 
would determine its own inventory needs. 


11, Foreign Disposition should be the prime area for inventory 
reduction, Trade (even at bargain prices) or aid should be used, and 
tne dollars received are unimportant. ‘we can help ourselves by reducing 
inventory and help feed the world's starving. 


12, Zxcess inventory is a destabilizing effect on tne free mnarxet,. 
The inventory can be reduced by Foreign Disposition. Our first goal 
is to stabilize the market and reduce excess inventories. 
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USDA COULD TRIPLE CHEESE CONSUMPTION 
IN SCHOOLS WITH NEW DISTRIBUTION PLAN 


Chip Goodman, President of A.F.P., presented to the 

USDA symposium on dairy surpluses a new commodity distribution 
system that he claimed “could triple the amount of surplus 
cheese used by federal nutrition programs. The key is more 
pizza, burritos, ravioli, and other further processed dairy 
products for school children...and USDA could be doing more 

to encourage the private sector to develop and market these 
products to schools through a National Inventory System." 


"The current USDA commodity distribution system is so 
complex that many of the nation's major food processors are 
not participating in the program. A streamlined National 
Inventory System would encourage processors to manufacture 
food products using the surplus donated cheese. At the same 
time the nation's 50 million school children would benefit 
through less expensive school lunches." 
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** Washington Area Office: 6842 Elm Street, Suite 103, Mclean, Virginia. 22101 (703) 734-2720 
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PRESIDENT ° 
A NATIONAL INVENTORY SYSTEM FOR USDA COMMODITIES 
1. THE CHILD NUTRITION "MARKET" 


The Child Nutrition Programs, authorized by the National 
School Lunch Act and the Child Nutrition Act of 1966, have 
the objective of safeguarding the health and well-being of 
the Nation's children "and to encourage the domestic 


consumption of nutritious agricultural commodities." 


The oldest and largest of the child nutrition programs is 
the National School Lunch Program. On an average school day 
in Fiscal Year 1981, 26.2 million children participated in 


the School Lunch Program. 


Even with the federal budget cuts enacted last year (no 
additional budget cuts are proposed by the President for FY 


1983) USDA estimates that 3.7 billion school lunches will be 


* Headquarters Office: 1148 4th Street, Santa Monica, California 90403 (213) 451-5631 
°** Washington Area Office: 6842 Elm Street, Suite 103, Mclean, Virginia 22101 (703) 734-2720 
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served next year. This does not count the a la carte 
purchases made by students not participating in the 
"National" program. In addition, some 700 million 
breakfasts are served each year through the School Breakfast 


Program. 


Under current law, USDA provides cash reimbursements to 
schools for each meal served plus a significant amount of 
donated foods. In FY 1982 cash support will be approxi- 
mately $2 billion plus approximately $700 million worth of 
donated foods. Coupled with state and local assistance and 
payments made by the students themselves, the Child 
Nutrition Programs represent a $10 billion market for 
producers and processors of meat, grains, fruits and 


vegetables. 


THE USDA DONATED FOOD PROGRAM 
The $700 million USDA donated food program -- intended as an 


agricultural program to help stabilize farm income -- 


acquires basic commodities through various appropriations. 
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After USDA acquires the surplus foods it ships them to state 
distributing agencies. Each state distributing agency then 
allocates and delivers these foods to eligible outlets 
(primarily schools). The largest single domestic outlet for 


USDA commodities is the National School Lunch Program. 


Under current law there are two different categories of 


commodities: 


A. Entitlement Commodities 


Entitlement commodities are distributed based on a 
"cents per meal" rate established by Congress. They 
are allocated to states and local school districts 
based on average daily participation in the National 
School Lunch Program. The entitlement level for FY 82 
is 11¢ per student per meal. Examples of currently- 
available entitlement commodities include frozen ground 


beef, frozen ground pork, flour, cut-up chicken and 


turkeys. 
B. Bonus Commodities 
_Over and above the entitlement commodities, the 


Secretary of Agriculture may designate a commodity as a 


"bonus commodity." This means that schools have 
unlimited access to them on an "as can use" basis 
without charge. Widespread use of bonus commodities 
can significantly reduce net food costs to schools. 
Bonus Commodity status could also provide the incentive 
to move large quantities quickly and to increase 
consumption in the school food service market if fully 
utilized by USDA. Examples of currently available 
bonus commodities include processed cheese, cheddar 


cheese, nonfat dry milk and butter. 


GROWTH OF THE COMMODITY PROCESSING CONCEPT 


While the USDA donated food program, including the Bonus 
Program, has the strong support of the agricultural 
community (see attached letter to President Reagan), there 
have been problems in adapting it to the changing needs of 


schools. 


Many school food service directors have difficulty getting 
maximum utility from USDA donated commodities. As their 


operations become more centralized, on-site preparation of 


products has diminished. For example, fewer and fewer 
schools can use nonfat dry milk. Most rely on _ the 
convenience and efficiency of food processing companies to 
deliver cost-effective products which meet the _ schools' 


needs. 


In cooperation with private industry, USDA has developed a 
program to deal effectively with the changing school market. 
Under the "Commodity Processing Program" companies can 
contract with school districts and state commodity 
distribution agencies to further process USDA donated 
commodities into a form which best suits the schools' needs 
(i.e. chesse into pizza or _ burritos). The processor 
contractually agrees to pass along to the school district 
the savings derived by using the free donated USDA food 


ingredients. 


WHAT'S WRONG WITH THE CURRENT SYSTEM? 


Under current regulations a processor wishing to participate 
in the commodity processing program must have a myriad of 
contractual agreements with either the school district, the 
appropriate state distributing agency, or _ both. Each 


agreement must then be reviewed by the USDA regional office. 


This process usually takes several months. Depending on how 
receptive the state agencies are, the process can take even 
longer. Some states operate effective commodity processing 
programs. Other states, however, severely limit access to 


commodity processing agreements. Some states do not permit 


any commodity processing at all. 


Once a contract is in place, the processor must order and 
maintain separate inventories for each state agency for 
which he holds an agreement. All orders must be placed 
through the state distributing agency who, in turn, relays 
the orders back to the USDA regional office. Shipment of 


products often takes 90 days, 120 days or more. 


The net result has been widespread frustration on the part 
of many food processing companies who have tried to work 
with the program. Many companies have tried to get involved 
in the commodity processing program and have given up. 
Others have simply stayed away. This phenomenon is 
especially true for the larger companies doing business 
regionally or nationally. The’ irony®"’ is “that ‘the 
participation of these companies would make the system work 
better for agriculture, the private sector and, most 


importantly, the schools. 


A NATIONAL INVENTORY SYSTEM FOR USDA COMMODITIES 


One of the ideas currently being discussed within USDA to 
facilitate and increase the movement of bonus commodities is 
a National Inventory System (see attached USDA memo, pg. 2). 
A National Inventory System would allow food manufacturers 
doing business in the child nutrition market to contract 
directly with USDA to process commodities into foods for 
eligible outlets. As part of the contract, a processor 
could order a donated food inventory directly from USDA 
stocks. These stocks would, of course, ultimately have to 
be used in foods produced for eligible outlets, i.e., 


schools, hospitals, child care centers, etc. 


Such an approach would produce the immediate benefit of 
reduced storage costs to the Federal Government and give 
USDA the ability to move stocks faster. The benefit to the 
private sector is the vast reduction in the number of 
government entities they must deal with in order to enter 
the child nutrition commodity processing market. The 
National Inventory approach would permit commercial food 
processors to contract with one entity (USDA), order from 


one entity and report to one entity. 


Under this contractual arrangement, USDA would not purchase 
any products from the food processors, but would provide 
them inventories in return for their agreement to produce 
and sell end products to eligible outlets. The sales price 
to the custormer would have to be reduced, representing the 
value of the items supplied to the food processors by USDA. 
The processor could replenish his inventory by providing 
USDA with proof of delivery of the products to eligible 


recipients. 


SUMMARY 


USDA could move significant additional quantities of surplus 
dairy stocks if it moved to a National Inventory System. 
Under such a system the private sector would have much 
greater incentive to develop and market food products to 
schools that use USDA bonus commodities. The schools would 
also benefit since the more lunches they serve using bonus 


commodities the more they can keep down the cost of a lunch. 


In short, streamlined private sector access to the commodity 
processing market through a National Inventory System would 
result in a chain reaction: (1) Many more commercial food 


companies would become involved in the commodity processing 
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market; (2) USDA would have the ability to move commodities 
to eligible outlets more swiftly and in greater quantities 
than ever before; (3) the schools would benefit by increased 
availability of products containing donated commodities at a 
reduced price; (4) consumption of surplus commodities would 
increase substantially; and (5) the USDA commodity program 


would be a more efficient program. 
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Edward Andersen, Master 


February 17, 1982 


The President 
The White House 
Washington, D.C. 20500 


Dear President Reagan: 


The undersigned farm and commodity organizations represent the broad and 
diverse United States agricultural sector. As agricultural producers, we share 
a common perspective on the commodity distribution and child nutrition programs, 
and are disturbed by recent attacks on these successful programs. 


The sound rationale for commodity purchases and distribution cannot be 
stated.often enough. The commodity distribution program is an effective mech- 
anism for administering and promoting a stable U.S. agricultural economy. The 
purchases of a single commodity by the U.S. Department of Agriculture may account 
for only a small proportion of the total size of that particular crop, but these 
purchases often are able to absorb excessive supplies and strengthen market prices. 


At this time of slumping farm prices and declining net farm income, the 
program's benefit to agriculture is especially significant. 


The commodity program is an integral component of our national food and 
agricultural policy. Commodity purchases help farmers in hard times, and distri- 
buting commodities through the school feeding programs and other federal nutrition 
programs contributes to the nutritional health of our nation's school children and 
hungry poor. Commodity distribution should be expanded, not cut back. 


The commodity program has been an extremely important part of the school 
lunch program for over 40 years. Commodities assistance to school children has 
significantly helped to eliminate the nutritional deficiencies so widespread in 
our nation at the time of World War II. Without commodities, many schools could 
not continue to operate their lunch and breakfast programs. In particular, the 
bonus commodity program offers schools an incentive to continue serving a nutri- 
tious noon meal in the face of current stringent budgetary pressures. 


The value and popularity of commodities assistance must not be overlooked. 
Congress now provides 1] cents per meal in commodities assistance and 10.5 cents 
per meal in cash assistance. Donated bonus commodities, acquired through USDA 
price support programs, now contribute an additional 6 to 8 cents per meal. 
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School feeding programs are a significant market for agricultural commodities, 
and are an opportunity to encourage sound nutritional practices. The commodity 
distribution program is a successful federal program. Every dollar spent does the 
work of two in helping to stabilize the farm economy and in providing nutritious 
foodstuffs to American school children. As representatives of agricultural produ- 
cers, we oppose the elimination of the commodity distribution program or its modi- 
fication to a letter of credit system. 
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Edward Andersen, Master 
NATIONAL GRANGE 


Fred W. Burrows, Executive Vice President 
INTERNATIONAL APPLE INSTITUTE 


Carl Schwensen, Executive Vice President 
NATIONAL ASSOCIATION OF WHEAT GROWERS 


Bill Webster, Chairman, Beef Promotion & 
Consumer Relations Committee 
NATIONAL CATTLEMEN'S ASSOCIATION 


Gary Kelley, President 
NATIONAL DRY BEAN COUNCIL 


Charles L. Frazier, Director, Washington Staff 
NATIONAL FARMERS ORGANIZATION 


Robert Mullins, Director, Legislative Services 
NATIONAL FARMERS UNION 


Patrick B. Healy, Secretary 
NATIONAL MILK PRODUCERS FEDERATION 


Emmett Reynolds, Chairman 
NATIONAL PEANUT GROWERS GROUP 


C.D. Van Houweling, Director of Govt. Affairs 
NATIONAL PORK PRODUCERS COUNCIL 


Lew Walts, Executive Vice President 
NATIONAL TURKEY FEDERATION 


Lee Campbell, President 
POULTRY & EGG INSTITUTE OF AMERICA 
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CC: Secretary John R. Block UNITED EGG PRODUCERS 
Assistant Secretary 
Mary Jarratt Bernard J. Imming, President 


All Members of Congress UNITED FRESH FRUIT & VEGETABLE ASSOCIATION 


December 21, 1981 


Proposal for the Immediate Remval of Excess 
Commodity Credit Corporation Dairy Stocks 


Mary Jarratt 
Assistant Secretary for Food 
and Consumer Services 


Attached for your information is a copy of a proposal to aid USDA in 

the removal of the surplus dairy products. These ideas were 

by our Food Distribution Division with sare input from regional office . 
staff. Feel free to propose suggestions to the appropriate authorities 
at the Departmental level, if you think these ideas are worth pursuing: 
We are proceeding to implement those procedures that we have authority 
to go ahead with. We will await word from you am the proposals that 

require higher clearance. 
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Proposal For the Immediate Removal of Excess Commodity Credit Corportation 
Dairy Stocks 


The Commodity Credit Corporation currently has in storage about 100 million 
lbs of block cheddar cheese, 230 million lbs of barrel cheddar cheese and 

220 million lbs of process cheese. Based on current FNS levels of donations 
to eligible outlets, this amount of cheese represents in excess of a two 
years’ supply. Some of the product on hand is beginning to deteriorate and 
immediate measures must be taken to increase the distribution and consumption 
of these commodity food items. 


In removing these foods, our plans are designed to meet the following criteria: 


@ Distribution of these items must, to the maximum extent possible, 
not interfere with the normal purchase of these items by eligible 
recipients -- not displace normal commercial purchases. 


e Method of distribution or reprocessing of these items should be 
an accountable system without being overly restrictive. 


e Method must in the long run reduce Federal costs. It may initially 
involve increased costs to implement, but will result in significant 
savings. 


@ Method must be capable of removing significant quantities of these 
excess foods in a short time frame. 


@ The foods must be removed from storage and made available to the 
recipient in a cost effective way. Administration of the project 
must be kept as simple and inexpensive as possible. 


Effectively immediately we will implement the following: 


1. Have Regional Offices contact the State distributing agencies to 
encourage them to maximize their utilization of these products. It 
is essential that we be able to offer the cheese in several different 
forms, e.g. sliced, cubed, shredded and canned sauce. Distributing 
agencies can then place orders for the additional quantities requested. 


2. Permit charitable institutions to request these food items for their 
entire caseload instead of only their needy population in quantities 
they can use without waste. Again the State distributing agencies 
can obtain additional requests and place orders for requested amounts. 


3. Allow outlets formerly ineligible to receive these items the opportunity 
to request them as a bonus item on a short term basis. Some groups would 
include: ay 
a. Title III projects receiving cash 


b. Day Care centers receiving cash 


¢. All correctional institutions regardless of their rehabilitative 
activities; this category could include juvenile detention 
centers, county and state prison centers, halfway houses, work 
and pre-work release programs, etc. 


d. Permit the Meals on Wheels Programs throughout the country to 
receive the cheese and utilize it in the preparation of the 
home delivered meals. 


1/ To permit these various outlets the opportunity to receive and distribute 
the cheese, a simple agreement can be executed that will include the 
number of clients or eligibles serviced, the amount of cheese requested, 
and a provision that the foods will be distributed equitably to those 
serviced and that records will be maintained to substantiate the receipt 
and distribution of the food. This simple agreement will be on file at 
the appropriate distributing agency's office. 


The following proposals will require the concurrence of the Secretary's office 
and ASCS: 


1. We propose that the current inventories of process cheese be converted into 
forms more desirable than are currently provided. For product with some 
mold damage, the mold could be trimmed and the blocks shredded or cubed 
for more convenient use in salad bars, cooking, snack items, etc. Another 
form that would be more acceptable to recipient agencies would be ribbon 
sliced which could be used for cheeseburgers, toasted cheese sandwiches, etc. 


2. The Department can enter into a National purchase agreement with industry 
to produce a processed end product that utilizes a large amount of the 
cheese, extends the shelf life of the commodity and can be made available 
for National distribution to all eligible recipient agencies. An example 
of such a product would be cheese sauce packed in 6/10 cans per case. 
Such an item has multiple uses, a greatly extended shelf life, and has 
enjoyed popularly in the commercial food service industry. 
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3. FNS can contact processors currently using process cheese in the manufacture 
of their commercial product. We could establish a National Processing 
Agreement similar to those entered into by State Agencies and establish a 
National inventory level. We would provide the companies with a list of 
eligible outlets across the nation and work with them to establish a 
discount or refund system that would return the value of the donated foods 
contained in the end products to all eligible agencies. Since the donated 
food is substitutable, it could be utilized immediately by the company and 
we would simply monitor reports of documented sales to eligible recipient i 
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The following options are within FNS's authority and capability to implement 
immediately and will move the greatest amount of the excess cheese in the 
least amount of time at the lowest cost to the Department. 


GOAL: 150 million lbs distributed by March 1, 1982. 


This amounts to 4,285 - 35,000 lbs truckloads of cheese that must be moved 
within 2 months. 


@ We have calculated some potential increases in usage rates for existing 
programs and have arrived at the following figures for process cheese: 
(These figures could represent cheese in the current block form, sliced, 
cubed or shredded if authorized). 


NSLP 26,000,000 ADP 1 1b ea. for 3 mo. 78,000, 000# 
NSBP 3,500,000 ADP Minimal 500, 000# 
Child Care 750,000 ADP 14s lb ea. for 3 mo. 1,125, 000# 
Inst. 1,300,000 Needy 3 1b/mo. for 3 mo. 11,700, 000# 
CSFP 110,000 Part. 3 1b/mo. (up 1 1b) 990, 000# 
Elderly 3,000,000 Part. 1 1b ea for 3 mo. 9,000, 000# 

Total Potential 101,315, 000# 


While these figures may be beyond the agencies’ ability to use in addition to 
existing supplies, it could be received by the State agencies for dissemination 
in the future. This option would prove to be an effective means of removing 
large volume of excess cheese while maintaining accountability and integrity 

of the donated food. In order to accomplish this, we must reduce the State's 
liability vis-a-vis the responsibility for products going out of condition as 
well as relax constraints on acceptable inventory levels. This would apply 
solely to this emergency situation. 


e The second option that could potentially move large amounts of the 
commodities would be to open the program to the State Divisions of 
Correction or any correctional institutions which are servicing the 
needs of large numbers of people. Simple agreements should be 
executed with persons of responsibility for these various institutions. 
Contact people could be designated who would be responsible for the 
maintenance of minimum receipt and distribution records. 


e The third option would be for FNS to identify companies manufacturing 
products utilizing process cheese and enter into simple processing 
agreements to furnish their product nationally to all eligible 
Tecipient agencies. FNS would furnish the companies with a supply 
of process cheese and would monitor the reports of sales to eligible 
agencies. We could move product quickly and the companies could use 
it fimoedintely and maintain book perpetual inventory. records of usage 
until full credit is returned to the agencies. 


The following options will require authorization for implementation at the 
Department level but would not require additional legislative authority. 
Should the Secretary's Office concur, these options could be implemented 
immediately. 
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The fourth option for the removal of large amounts of process cheese 
would be a direct purchase of cheese sauce manufactured from process 
cheese. This would require ASCS to be authorized to pay a processing 
fee for converting CCC stocks similar to that done with butter. We 
could establish a given distribution rate based on participation for 
all outlets eligible to receive the donated foods. This would remove 
a large volume of the commodity for the initial processing of the 
product and would result in a product available and suitable for use 
while extending its shelf life. It would have an additional attribute 
of increasing the acceptability of vegetables that otherwise have low 
appeal. This could help out in emergency situations of the future 
also. In so doing we should be aware of any experiences Natick 
Laboratories of the Department of Army, Natick, Mass., has had in 
developing specifications and storage and handling requirements as 
well as usage of the product. 


The fifth option would be to provide process cheese to eligible 
recipient agencies in alternate forms that are easier to handle. The 
product could be provided in a ribbon sliced, cubed or shredded form. 
(Also product with some mold damage could be. salvaged and made totally 
acceptable for use by recipient agencies). This would require the 
same authorization as indicated for cheese sauce. 


Cheese that is deemed sufficiently out of condition for human con- 
sumption should be segregated by the AMS Dairy Acceptance Service for 
use as either animal or pet food and be diverted from all outlets for 
human consumption. 


Remarks by Clint Warby, Administrator of the Utah Nairy Commission 
given before the USDA Dairy Symposium March 22-23, at the Marriott 
Hotel in Kansas City, Mo. 


Mr. Chairman, my name is Clint Warby, Administrator of the Utah 
Dairy Commission. The Utah Dairy Commission is a quasi-state 
agency established by the Utah Legislature in 1971 to "promote, 
protect, and stablize the state's dairy industry. The Commission 
receives its funding from the Dairy Promotion Assessment, a check- 
off type program which is currently at 1% of the gross dollar amount 
of commercial sale of milk and cream in the state. State law does 
provide an ask-out provision. The funds are used for the promotion 
and advertising of dairy products, dairy research, and nutrition 
education. We also belong to the United Dairy Industry Association 
which carries out these responsibilities on a national level. 


Our purpose in giving this testimony is to cite the importance of 
advertising and prometion of dairy products, along with research and 
nutrition education. In reviewing what options are available to 

the dairy industry to help improve the current situation of over 
supply, certainly increased advertising and promotion is a viable 
choice. There has been increased talk about such a program to the 
point that National Milk Producers Federation has endorsed a National 
Check-off of five cents per hundred weight from all dairy farmers 

in the country to help promote hard products such as cheese, butter 
and powdered milk. The literature promoting such a program indicates 
that this national program is not intended to supplant existing 
state, regional, or national promotion programs. Since this national 
program was developed, there has been much discussion in our 
Commission meetings as to how this national program might help or 
hinder our already existing program. It is to those concerns which 
we would like to voice and give input into your symposium today. 


A review of our records in Utah and the West is important. According 
to figures obtained from the Great Basin Federal Milk Marketing 

Order which covers most of Utah and portions of Southeastern Idaho, 
per capita milk consumption has increased 14% from 1970 to 1980. 

This is the primary coverage area of milk promotion which started 

in 1971 and has been very effective since then. For many years 

during this period we "localized" our generic advertising particularly 
with the usage of a native Utahn, Merlin Olsen, formerly of the Los 
Angeles Rams and now star of the new series "Father Murphy" as the 
spokesperson for milk. Because most of our cheese is sold in Calif- 
Oornia, we invested thousands of dollars in generic cheese promotion 
along with the state:of Idaho and California into the California 
market. Today, the California Milk Advisory Board claims that per 
capita: cheese consumption in California stands at 29 pounds per capita. 
Compare this with 18 pounds per capita nationwide and compare Utah's 
1980 per capita consumption figure of 141 quarts per capita with the 
USDA'a figure of 109 quarts per capita nationwide. 


Our point is that we in Utah and the West are doing what we believe 


is an excellant job in milk and cheese promotion. One of the 
primary reasons is that with the exception of Nevada and Montana who 
do not have any generic milk promotion, all western states 


have milk promotion assessments at 1%. Oregon stands at1l.1%. Compare 
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this with the rest of the country where dairy farmers are more reluctant 
to invest their dollars into such promotion activity. A recent report 
out of Wisconsin states | there was consideration of going from 

one third of one percent all the way up to one half or one percent. 

A recent GAO report indicated that only 25% of Wisconsin dairy farmers 
were even participating in the voluntary program. 


The effect of a national check-off program as currently developed 
would in effect cripple our program in Utah. Because we have an ask- 
out clause in our state law, a mandatory five cents per hundred weight 
would force farmers to be more inclined to ask-out for a refund, since 
the national program is already taking what they would then consider 
“their fair share" because that's all that most farmers in the rest 
of the country would be paying. 


Therefore, at the last Commission meeting held on February 26, 1982 
the Utah Dairy Commission passed the following resolution. 


That the Utah Dairy Commission supports the National Check-off if... 


1. There is a provision that would exempt dairy farmers from the 
national check-off if they are already investing five cents per 
hundred weight into already established promotion programs such 
as ours in Utah. Utahdairy farmers are already investing 
almost seven cents per hundred weight into hard product promotion. 
An example is almost one million dollars invested in a Spring 
cheese promotion in California with the United Dairymen of Idaho. 
We aren't talking about doing something. We are already doing 
something. 


ies Or, there is a provision that would allow already existing organ- 
izations to collect the five cents per hundred weight as mandated 
by Federal law and referendum and then collectively use such 
funds in national promotions for hard products. 


3. That such a program be mandatory that would include all milk 
producers from all parts of the country. That each farmer would 
pay five cents per hundred weight for hard products. 


4. That not only a referendum be held to approve the program, but 
that periodic referendum be held to continue such a program with 
a simple majority for approval. 


Because of the diversification of the various promotion programs and 
because of expected opposition that may come from many parts and 
organizations of the country, it is important that such a national 
promotion be acceptable to a majority that will assure passage in both 
Congress and among dairy farmers. We believe that the suggestions we 
have given will help in that direction. We believe in promotion. We 
know that it works. We need to do something to help solve our problem 
of over supply. Why not increase consumption in a fair and equitable 
Manner for all dairy farmers? 


In looking at a long range solution, it would be of benefit to examine 
the possibility of having the National Check-off be expanded to include 
all dairy products with a national level of funding to be paid by all 
farmers. We would suggest 1%. 


REDUCING DAIRY STOCKS THROUGH FOOD AID PROGRAMS 
AN OPPORTUNITY FOR POLITICAL ACTION 


Statement by: 
Daniel E. Shaughnessy 


President 


Western Great Lakes Maritime Association, Inc. 


Dairy Economics Symposium 
Kansas City, Missouri 


March 23, 1982 


My name is Daniel Shaughnessy and I am President of the Western 
Great Lakes Maritime Association. Our membership, which includes port, 
terminal and shipping interests, hasa particular concern about the move- 


ment of U.S. government dairy cargoes from the Western Great Lakes area. 


At this time, we are very concerned about the possible loss of an 
immediate opportunity to export sizable quantities of milk from the 
Western Great Lakes area through P.L. 480, at no additional cost to our 
dairy farmers or the U.S. government. Further, we are equally distressed 
by reports that the legislative authority which provides this opportunity 
will be used, not to export additional dairy products, as was the intent, 
but instead, to purchase another commodity, whose supporters seem to 


have a greater voice in these matters than do dairy interests. 
A few brief words of background are in order. 


Late last year, Senator Kasten and Congressman Gunderson of Wisconsin 
sponsored an amendment to Public Law 480 (Sec. 403b), as part of the farm 
bill, which was intended to give the Secretary of Agriculture discretion 
in setting the price on dairy products that are taken from CCC inventories 
and used in P.L. 480 programs. Prior to the Kasten/Gunderson Amendment, 
the P.L. 480 budget had to be charged what was called an “export market 
price" for any product taken out of inventory and used in that program. 

In the case of milk, this “export market price” amounted to nearly 20¢ 


a pound. Under the terms of the Amendment, the Secretary was given 
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authority to set the cost at any level below the export market price 

that he deemed reasonable. Current thinking in the Department is that 

a 5¢ per pound level for transfer from one account to the other, would 

be a reasonable price. The implications of this change are very important 
from the standpoint of reducing inventory levels, storage fees, and the 
use of dairy products in international programs. Simply stated, this 
would be an opportunity to move substantially increased supplies of 


milk within this year's P.L. 480 program without increasing budget levels. 


The problem at hand is that despite growing inventory levels of 
milk and other dairy products, this revised budget authority has not 
been used. Currently all shipments of milk under P.L. 480 are provided 
through Title II and are used for various nutritional programs throughout 
the world. Since sudden changes in commodiites in Title II are often 
disruptive and harmful to overall program objectives, it is necessary 
to carefully examine Title II for programs and projects that lend them- 
selves to increases in the supply of milk. Even within these constraints, 
a very real opportunity exists for substantially increasing the supply 
of U.S. Title II milk to the United Nation's World Food Program at no 
additional cost to the U.S. taxpayer: Under this program, the United 
States makes a dollar pledge to WFP every two years, for a variety of 
Title II commodities and freight expenses. Within the budget, the WFP 
uses approximately 40 million pounds of U.S. milk each year and "charges" 
the U.S. pledge 19¢ for every pound. If WFP were told that they would 
only have to value U.S. milk at 5¢ per pound, this could result in a major 


increase in the quantity of milk shipped to WFP in U.S. Fiscal Year 1982. 
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As a result, and with the provisions of the Kasten/Gundersom Amendment 
now in place, it would be possible to considerably increase the amount 
of milk provided to the program without increasing budget levels. 
Currently, the World Food Program has many projects throughout the world 
utilizing milk, with some of the largest in the Indian subcontinent. 

But many of these projects do not receive U.S. milk, and the United 
States has allowed other donors, particularly the European Community, 

to dispose of their dairy surpluses through WFP, despite the fact that 
the United States is the leading donor to the Program and has been 


since its inception 18 years ago. 


Therefore, we have at hand a chance to double, triple or even 
quadruple, the 40 million pounds of milk the United States ships to 
the World Food Program each year. But as I noted earlier in this 


statement, that opportunity might be lost or deliberately set aside. 


There are two problems: 


First, the Department of Agriculture has not yet made use of the 
Kasten/Gunderson amendment. Moreover, it appears that the amendment 
may now be used to achieve "savings" in the P.L. 480 program by reducing 
the budgeted cost of milk and using those "savings" to purchase other 
commodities. Specifically, there is concern that between $15 - $20 
million may be reallocated within the program from the reduced cost 
of milk to purchase increased supplies of rice: If this is the case, 


then it hardly seems consistent with the theme and import of this 
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gathering to use legislative authority, intended to assist in the 


solution of our dairy problem, for the temporary relief of another 


commodity sector. 


Second, if the Kasten/Gunderson Amendment is used for increased 
shipments of milk to the World Food Program, then WFP will, in all 
likelihood, have to understand that the interests of its largest donor, 
in this situation, may have to take precedence over those of other 
donors, who for years, have used the Program as an adjunct to their 
own national dairy policies. There is a need for large quantities of 
milk in the World Food Program; it is simply a question of whose milk 


and how much is used. 


These two problems are soluable and their immediate resolution 


carries with it a number of advantages: 


-- No additional outlay of budget resources is necessary; 

-- Rapid movement of stocks is possible. Major supplies of CCC 
milk are already in the upper midwest. Milwaukee, Green Bay 
and Duluth alone have large quantities in port storage. These, 
combined with other stocks in the Great Lakes area constitute 
an immediate supply, ready for movement. With over 800 million 
pounds of milk in CCC inventories and being held at considerable 
cost to the U.S. taxpayer each day, navenen of stocks through 
the Great Lakes to programs in Asia, Latin America and Africa 
would be prompt and beneficial. 

-- U.S.-owned Indian rupees can be used to pay for shipments to 


India, thus further decreasing dollar freight expenses. Indian 
vessels regularly serve the Great Lakes and take payment in rupees. 


asp fp 


-- U.S. commodities already programmed for WFP and the Title II 
program generally, would not be displaced. Unlike the possible 
effort to use the Kasten/Gunderson Amendment to pay for rice 
at the expense of other commodities and additional milk shipments, 
providing more milk to WFP will not jeopardize other commodity 


sectors. 


The suggestion I have presented today is one of several possibilities 
for additional shipments of dairy products through government programs. 
For example, other Title II programs, if assured of no program disruptions 
or commodity displacements, may be able to use more milk; Title I con- 
cessional sales, with the possible application of the Kasten/Gunderson 
Amendment, could occur, as well as further direct sales of CCC stocks. 
However, the real solutions to our dairy concerns go far beyond govern- 
ment sales or donation programs, and we all know that. The policy and 
political considerations that have been expressed at this symposium 
have demonstrated that fact. What I have suggested is an interim, 
but we believe, helpful suggestion -- shipping increased quantities 
of milk through the World Food Program is an immediate and attainable 


action; what is essential is simply the decision to do so. 
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LEAGUE OF CALTFORNIA MILK PRODUCERS TESTIMONY 


Mr. Nearing Officer: 

My name is Jay Goold. I am the Executive Vice President of the League 
of California MiJh Producers in Sacramento, California. The League 

is a trade association representing the following orgiunizations: 
Associated Dairymen, Cal-Dari, Inc., California Cooperative Creamery, 
California Producer/Ilandler Association, Consolidated Milk Producers 
of California, Dairy Employers Association of California, Glenn Milk 
Producers Association, Jluaboldt Fluid Milk Producers, Milk Producers 
Council, and Producers Market Milk Association; which represent 


approximately 15,000,000 pounds of milk production daily. 


We do not wish to be repetitious here today of muny of the statements 
already made. llowever, it is important that wo express oursclvecs 


on several issucs as pointedly and bricfly as possiblo. 


We believe the issue hcre today has great significance to the 

entire cconomy of this country and that the Administration bears a 
great responsibility in its analysis and final determination of what 
must be done. We trust you fully recognize the responsibility 

to the economic well being of a major portion of the agricultural 
industry. If a sizable change is made in the income of the dairy 
invustry in order to suve the government money it would have signifi- 
cant impact upon not only the dsirymen, but all of those service 
people that provide support for the dairy industry. <A resulting drop 
in ailk production would also cause a significant decrease in the 
consumption of grain which could very casily rebound throughout the 
grain industry and have additional detrimental effects on an already 


weak and financially overburdened industry. Therefore, we trust 
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that all of the suggestions made here today will be very carefully 


analyzed as to their correlated impact upon the various parts of 


ugriculture, 


We also believe that whatever is suggested here today in the way of 
curtailing production must also be very closely coordinated with a 
complote economic recovery system. We believe this recovery systen 

to be vital with any action taken by the government or others as 

a result of this mecting today and should be implemented sinultanec- 
ously. It is our analysis of dairy history that certain time lags are 
involved and it is important that while we are trying to reduce the 
milk flow, we keep in mind the necessity to keep a constant flow of 
around 90% of the current supply. Therefore, cconomic recovery 
systems must be implcemcnted concurrently in order to make sure we 


have that 90% milk flow coming on. 


We recognize that some of the suggestions made here today have sore 
dircct impact than othcrs. The industry certainly must enploy several 
coordinated self-help methods in order to achieve the goal of reduced 
production. We do not believe that any one suggestion will totally 
climinate the problem and therefore, we will probably cnd up in 
support of many individual sugyestions that must be put together to 
make a workable program. The sclf-help programs, the promotion 
programs in cffect around the country, higher standards, and possibly 
some market restructuring will all be a part of the total package 


that must come out of the Secretary's decision. 


Because the contribution to the CCC purchases from California have 


been individually pointed out, we believe it is important to discuss 
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what is happening in Culifornia. The price mechanism as late 

as the carly 1970's was primarily structured for fluid milk 

products. The pricing policies of the various governmental admini- 
Strations were such that they discouraged production beyond the 

Class 1 necds. Ilowever, as the industry continucd to point out to 

the administrators the opportunity that cxisted in Culifornia because 
total milk consumption was greater than that being produced, this 
pricing policy gradually changed to allow dairymen to compete for 

that market. Today, there is acceptance of the fact that the California 
producer through comparable pricing structures should have the 
epportunity to compete for the total servicing of the market. It 

is our strong belicf that the current supply of milk products coming 
to the CCC from California is part of a transition period as the 
industry moves to develop the products into consumer packaged goods 
that can compete in the market. It is not our contention that the 
California sarket belongs to the California producer. We belicve 
hurnots should be serviced by those who are prepared to scrvice that 
Market most cconomically and efficiently. We are now seeing the 
producers ycaring up to compete in that arena. The fact that there is 
not a correlation between production and immediate direct access to 
the market is a result of several things -- pricing policies, industry 
disorganization, difficulty of entry into the market, the necessity 

of building the proper pachuping facilities, and historical guarantee 
of a supply. Therefore, some products will continue to flow to 
government purchase even during production constriction until the 


sacilities 4nd programs are properly organized. 


We also belicve it is extremely important in terms of what has becn or 
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will be said today relative to bases and the possibility of including 

a base program in a self-help program, that an explanation of the Calif- 
ornia base system be included. The California system was inplenented 
after a long and often bitter battle between producers and processors. 
This battle took place 15 years ago. Therefore, we wish to refresh 

the memorics of those people in the current administration who were 


involved with the establishment of that system at that tine. 


It is important to recognize that this producer/processor fight becaz 
a tough political fight. Some of today's top administration officials 
were involved somewhat against their wills in that battle. The pro- 
ducers prevailed and quota and bases were established. It is inter- 
esting to note that one of the large processing corporaticns that 
encouraged Governor Reugan to strongly oppose the cstablishzcat of 
that base and quota system is now, through one of its subsidiaries, 


one of the largest single holders of quota in the state. 


Everyone should understand the base plan was not a procucticn control 
plan. In fact, it was specifically prohibited by law fron beconing 
a production control system. That Jaw is still in cffect. There 
has never been any attempt on the part of the administration or 
produccrs to usc that system as a production control mechanism. It 
was designed to be a long term project to allocate market incone. 
Wecause of the system's gouls, it was recognized that these bases 
would develop cconomic valuc. Currently, a system of co-op bases 
and individual contracts are being uscd in an attcapt to turn 


production around. 


For anyone, including the Administration, to compare the California 
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base and quota system to proposals presented here today would he like 
conpuring apples and oranges because the programs talked about here 
today would be specifically designed to curtail production, whereas 
the California system was specifically designed and prohibited from 
any production controls. While our dairymen have not taken a position 
on a specific self-help program, they have concluded that a self- 
help prograa without a base plan to help cut production would be hard 
to implement in California. Therefore, they urge planners and the 
Adzinistratieon to look closcly at including a short-term base plan in 
the sclf-help proposal. They feel producers nust have compliance 
flexibility before they can properly evaluate its potential. The 


Administration should keep an open mind concerning short term base 


Froposals. 


While others have talked about scveral programs, we wish to cmphasize 
the great potential we believe exists at the current time to use 

more dairy products through a modification of the minimum standards 
as they currently stand nationally. We believe everyone can support 


improved standards, and we sce 3a producer groundswell for their 


adoption. 


Several years ago, the California dairymen and processors concluded 
that it woule bo in the best interest of everyone connected with milk 
to modify the standards. They modified their standards in the late 


1960's and they now compare to national standards as reflected below: 


TABLE I 
Butterfat Solids-not-fat 

National: Whole milk Bees 8.25 

Lowfat ~5°2.0 8. 25 

Nonfat 0-.5 8.25 
California; Whole milk 3.5 8.7 

Lowfat 2.0 10.0 

Nonfat 225 9.0 
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As can casily be scen, there are only three fluid products being sold 
in California: whole milk, lowfat milk, and nonfat milk. These 
three products ure required to meet high minimum component standards. 
During certain times of the year, the whole milk has to be fcrtified 
in order to meet these minimums. The 2$ lowfat milk is fortificd to 
the level of 10% solids-not-fat to compensate for the removal of the 
fat solids. As a third viable alternative, consumers are offered 


a skim milk product with a total of 9.25% solids. 


The history of our sales in California are presented to you in 

Table II. This table shows there has beon a 110% increase in the 
lowfat category during the eleven-ycar period. It is easy to 

identify from this chart the shining, bright star of the fluid 
product line as "lowfat". Consumers have made our star shine brighter 
than other areas’ lowfat products in spite of not having the price 


advantages lessor quality products would have. 


As producers, processors, and administrators we should have the policy 
of making the future of this life and health sustaining industry as 
stable as possible. Regulation modification should be a part of that 


program. This Administration can do a great deal toward that go3l. 


We call your attention to Table III, which indicates by month the 

amount of solids-not-fat used in order to fortify our procucts. As 

you can see, in 1971, it took 22.6 million pounds to fortify the product. 
With the growth of consumer preference for the product, the increases 

in utilization of solids-not-fat has grown proportionately. In the 

year of 1981, wo sce there were in excess of 48 million pounds or 


solids-not-fat used to fortify the fluid products preferred by the 
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consumers of California. The figures: show in that cleven-ycear period 
there was in cxcess of 390 million pounds of solids-not-fat sold 
directly to consuncrs in the fluid form. Comparable data from 

Federal Order statistics shows that during that same time period, 

the processing of lowfat fortified products has gone from 11.7% of 

the market to 4.9% of the market. This fortification trend is directly 
Opposite the total lowfat trend line. Lowfat sales have increased 

102% in the same period and now represent 36% of fluid sales in 


compurable FMO statistics. 


A very valuable medium of dairy product sales has not been cffectively 
used because the current system is wrong. It is inherent within the 
range system that market share price competition will force products 
toward the lowest level of components regardless of food value bencfits 
to the consumer. The California consumer obviously agrees with the 
standards deeision as indicated by the individual and total sales 
figures. California represented 11.37% of the total U.S. market in 
1980. By extending the solids-not-fat used for fortification to 

the remainder of the United States, a reasonable cstimate of total 


usage can be made: 


11.37% = 46,040,000 lbs. SNF = .S billion lbs. milk cquivalent 
£6.63% = 358,885,242 lbs. SNF © 4.2 billion lbs. milk cquivalent 


100.00% = 404,925,242 lbs. SNF = 4.7 billion lbs. milk equivalent 
while some milk in addition to California's is currently fortified 
above the natural flow, we are confident a change to the higher 
Standards would require at least an additional 350 million pounds of 


solids-not-fat per year. 


We believe this to be a significantly better way to sell both fluid 
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milk and total dairy products and strongly recommend complete endorse- 
ment of these standards by the Administration. The Administration 
should make a strong cffort to have them implemented as a part of the 
resolution of our current problem today. Administrative policy nakers 
Should take direct action for their implementation. We are in an 
emergency situation and cmergency measures should be used to sce to 


it they are adopted as soon as possible. 


We belicve this is a farsighted program. It would continue to supply 
the consumers of this nation with a more healthful product and would 
be a significant factor in slowing the decreasing sales trends of 


fluid products. 


While there are those that would argue that our estimates are too 
high for total solids usage throughout the United States, we are 
unable to find any reasons for our suggested usage to be any lower 
inasmuch as the incoming milk figures are given and the percentage 
differences are insignificant. There are those who would suggest that 
because of scasonal and regional fluctuations in the solids-not-fat 


reported in our chart, our estimates arc, in fact, on the low side. 


We belicve these sales figures show conclusively that the California 
dairy industry has made significant attcmpts to market their milk 
products in the normal consumer channels at the highest quality 
levels and the consumers have responded by the maintenance of steady, 
consumption. I wish I had a nickel for every time some dairy farner 
from outside the State of California has remarked to us, "What do 

you do with your milk in order to have it taste so good?" We believe 


it is the component standards that give it that something extra. 
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Therefore, every market in the country could have the sume level] of 


component quality. 


Ke understand our suggestion may require changes in the pricing 
structure within the Federal Orders. llowever, Mr. Gary Jlanman, 
Chairman of the Federal Order Committce of the National Milk Producers 
Fecerstion, assures us and others that written proposals are prepared 


for Federal Order hearings to accommodate this change. 


We acknowiedge the sound reasoning of the self-help programs in 

their attcexpts to maintain price levels while curtailing production. 
However, if other plans and proposals cannot be satisfactorily 
developed, coordinated, and implemented, our Board would condone some 
price adjustrents in conjunction with minimum standards modifications 


and econonic recovery program implementation. 


In sumzsry, we have concluded the current dairy support program 
will not bankrupt the federal government, but the federal government 


Could surely .....-. 





aunygynagsdy Q pooy Jo 


sydog cyuaoge Te 629 OUGEL 


“aves 


*sE9sg2eys 


Aaysnpug Aspeq. equsoseeey Pue vapasoy Juggayaeyy eeanapnazpady vasn 


*s opyry SAstanys penucy us6el “sagasyae 


Ss. - 


6°¥S2 
z°892 
£°0L2 
€°ZLz 
T°2ez 
0°292 
£°$92 
7°992 
£°S92 
z°9S2 





€°9- 


6°902 
L°822 
0°82z 
0°822 
s°€1Z 
8°022 
T°sitz 
0°Szz 
0°922 
L°022 





v°9 


Is Wyte 4910 ALINE TESOPIS 


ot 
L°9t 


L°z0te 


9°ve 
6°LL 
T°ve 
0°02 
v°ss 
y°9S 
0's? 
c’or 
e°OP 
g°9£ 


6°) L°7s 
s°9 $°st 
0°z*+ Tolle 
Z°Ot v°es 
o°tt 6°18 
$°OT ¢°sl 
£°ot ¢°sd 
0°Ot $°69 
Tot 9°¢9 
o°<t $°es 
o°st t°0s 
ptt z°99 
0°Ot L°6¢ 
70a 8 «= Te EEED 
FAS JVzZAO 


VINUOdI1V) GNV SLIXYVW WAGNO ATIN IWudGdd 


6°09 
$°82 


6°22- 


z°sst 
£°69T 
€°vdt 
o°sct 
O° vst 
9° vst 
z°o6t 
£°s6T 
8°202 
Z° 102 


0°6S 
8°32 


sagoanos saan8y3 woyyerndog 


O8ol 
126T 


sates yesoL Jo § 


8°6Z- 


T°z2t 
c°6kt 
s°Crl 
c° Let 
T°set 
pest 
Test 
L°cgot 
eect 
6°ELT 


wee OSS 


“FFT89 


— eee 


a Tous 


SLONGOYd YTIN WINS GNV ‘LVANOT ‘J TOHM GINTA JO SAIVS VLIdVI Bid ‘TVSINNY 


II dTaVL 


asuey:) § 
08-T26T 


osé6t 
6L6T 
8261 
LL6U 
9L6T 
SZ6T 
yL6T 
£L6T 
ZL6T 
TL6T 


OO°CTI* IS86T-TLZ6 aduey) ¢ 


“SQI 000‘09¢ ‘T6E 








c° sp v0°9e = 8S "2 T8°Ov) = pO*GES Ss BETSE: = CGETIE = £ 6°82 16°82 $Z"LZ——GOTZZ=— «BON 
se°¢ 92°¢ 9's zU°e St’s L6°2 p9°z £o°2 LUZ so°z L0°2 22a 
66°¢ Te°s z9°¢ Sv°e 92° ZU 8s°2 Loz 6£°2 Lv°2 90°? AON 
st? Te*y bT’y Lu°s £S°¢ 02° £9°2 0L°2 79°2 gy'z ol'z 320 
6S" 6f"y OL°s z79°s 09°s Lz 782 v9°2 rez zo 00° das 
st°y 06°¢ 06°¢ z9°¢ £S°f o's $9°2 99°2 19°2 so°2 86°T ny 
7e°? o8°¢ z9°s vs" $z°¢ 06°2 BL°2 6£°Z $s°2 zz°2 Sst Ine 
oz"y as°¢ Gye 9S" tc" Le'2 L$°2 62°2 €r°2 £7°2 98°T une 
06°¢ £6°¢ s9°¢ _0S°¢ pee £8°2 85°2 ve°2 Ty °2 s¢°2 Let Aew 
“e's oL°¢ Ie" at's ots $8°z coz 62°2 o¢°Z 91'2 oat ady 
z0°9 99'S Ov's zo" $z°s 16°2 Lvz? so°2 ge °Z Bc°z 6L°T 1th 
ss°¢ z9°¢ 96°2 £6°2 SL°2 1L°2 9¢°2 v0'2 61°Z 00°2 Ss°t q24 
96°¢ o.°¢ co°e ots £6°2 £9°2 89°2 se°z 66 °2 10°2 89°T uce 
ct tt ee ee ee ee ee ee ee Hq JO SUOITEIN © - 2 ee ee ee ee ee te ee 

T86t O86 GlL6t 826U LL6t 9L6l SL6l vl6t £261 726U TL6t 





BuyOo ALIN JO NUoANy 
aanzpnraTs3y 9 pooy jo suowgaudog ecrurozyzteg 


(:420day Suggoog Alt) voyzy sad 
NOLLVOIAILNO!A t SSVID YOL Gus INS 


CONSOLIDA UD) 


FOR SAN FRANCISCO 
763-2264 





245 Kentucky Street, Suite ‘“F” 
Petaluma, California 94952 


March 19, 1982 


I am Ray Gambonini and I appear in behalf of the dairy 
producer members of Consolidated Milk Producers of California. Our 
Organization is one of the units that make up the League of California 
Milk Producers. 

Our purpose in appearing before this National Dairy Symposium 
is to urge adoption of increased national minimum standards for fat and 
non-fat solids. The adoption of increased minimum standards offers a 
quick opportunity to increase utilization in milk fat and solids-not-fat 
and an opportunity for a sharp decrease in CCC purchases. 

Our objective is to up-grade minimum standards from 3.25% fat 
and 8.25% snf to 3.5% fat and 8.7% snf for whole milk. The objective 
for low fat is a single 2% fat 10% snf category to replace current fat 
ranges of 1% through 2% and non-fat ranges of 8.25% through 10%. The 
skim milk substitute would raise the non-fat component from 8.25% to 9% 
with fat remaining at .25%. 

We seek a combination package that includes the 5 billion pound 
milk equivalent excess supply correction that will come about through 
increasing national standards and we want to combine this with a 75¢ 
per cwt. reduction in support price that will make the higher minimum 
solids available at no extra cost to either consumers or handlers. 

One could reduce the support price with no assurance as to 
what level, if any, of correction in excess supply that might come about, 
but the combination program we propose will fund the higher utilization 
that will follow from raising the minimum standards. I know of no more 
cost effective, faster, or more positive way to reduce a good part of 
Our excesSive supply than through raising standards. 

This simple straight-forward addition of extra solids to 
the nations fluid milk supply has a lot of merit in terms of tested market 
research. Market tests done bv the university of Arizona in the early 
'60's' showed a significant preference and consumer acceptance for fluid 
milk in each of whole milk, low fat, and non-fat categories with an added 
1% snf when compared with non-fortified products. The Arizona tests were 
given consideration when the California program was inaugurated and there 
is no better measure of consumer acceptance than California's twenty 
years of experience with higher solids minimums and the consistently 
higher per capita utilization in the whole, low fat, and skim categories. 

The program is a good bargain for consumers. The extra solids 


will cost about 3 cents per half gallon or a 3% increase in cost for a 


6% increase in total solids or nutrients. This is because the increase 
is in the raw product cost alone, all costs of distribution and resale 
remain the same. 

California's overbase supplies will suffer the effect of the 
support price decrease without participating in the higher standards 
utilization of the Federal Orders. Our major concern is that the 
Support Program is in trouble. We know it has served us well for 37 years, 
we know that support price reductions in the past have brought supplies 
into balance and that is our current goal. Ultimately we expect that 
CCC expenditures will be below the $1 billion amount in expenditures 
that has significance and as the CCC removals come down to the 4 billion 
pound level for 1983, 3.5 billion pounds for 1984, and 2.69 billion pounds 
in 1985, support prices will be restored to 75% of parity. 

I confess that I have no expertise in the mechanics of 
changing standards under a Federal Order system, but I assume that 
through some form of urgency leqislation the Congress could both raise 
the standards and lower the support price. 

This program also solves a continuing problem that has been 
of concern to me. I am bothered by the fact that dried non-fat solids 
are not very saleable. The uncommitted inventories in non-fat powder are 
always at a higher level than the ratio of fat to solids in an average 
test milk supply. A reduction in volume to an acceptable level could 
Still result in an unacceptable accumulation of non-fat powder if the 
average snf utilization in total fluid categories was less than the 
average snf test of the producer supply. The most acceptable and best 
way to sell non-fat solids is to sell it in a fluid milk form. Butter 
and cheese are the very acceptable dairy items that can be stored in 
times of excess production with no loss in acceptability. 

California's current experience in average snf utilization 
in all fluid categories is 2.78% for fat and 9.44% for snf, a ratio that 
results in more non-fat solids being sold in a fluid form than the ratio 
of the average producer supply of 3.5% fat and almost 8.7% snf. The total 
volume needed to meet snf sales is greater than the total volume needed 
to meet fat sales and for January 1982, 79% of quota solids sold as 
Class I, while only 56% of quota fat sold as Class I. 
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Milk is like rain and snow this winter. Production continues to 
rise and distribution channels are bank full. More cows per farn, 
higher production per cow, declining domestic sales, curtailed access 
to world markets, and a threatened Federal Order system are parts 
of our problem as dairy farmers. The challenges are how we check 
production, increase sales, and take the pressure off the federal 
price support system during a period when the economies of most of 


the nations of the world are faltering. 


United States Department of Agriculture officials and other 
dairy leaders have asked us for our input. Right now, the surplus 
situation bothers farmers, consumers, administration officials and 
the U.S. Congress. Milton Friedman gave his opinions on the dairy 
price support program in NEWSWEEK, March 8, 1982. We had better say 


what we think as dairy producers. 


(more) 
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We dairymen do not like the thought that taxpayers keep us in 
business. It is impossible to explain to consumers why the retail 
price of butter and cheese is so high when there are such unmanagable 
quantities in storage. Many of us explain that it is all politics. 

The president will ultimately decide what is to be done. Will we 

do better if the complex problem is dropped in our lap? To build a 
surplus that distresses milk prices and disrupts our domestic marketing 
system is destructive. It is also going to be expensive to try to 


develop world markets under current conditions when there are large 


surpluses of manufactured products in many other nations. 


The National Milk Producers Federation has proposed a plan which 
will deal with 90% of the milk produced at a normal price, and with the 
10% surplus production at the world market price. The surplus amounts to 
about 13 billion pounds. Dairy farmers would take a cut in the price they 
receive to pay for the cost of handling the surplus. We would have the 
right to sell the surplus wherever we can, or even give it away to hungry 
people. I believe we are wrong if we do not think about our fellow man; 
many of us believe it is unconscionable to waste food while there are 
hungry and needy people in this country and the world. In the continuing 
struggle between our economic and political beliefs and those who 
challenge our way of life, I believe food will be stronger onan weapons. 


A reserve of food is a powerful deterrent to aggression. 


(more) 
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We must either sell our product or produce less; those are the 
two choices we have. Many of my neighbors believe we would be better 
off if we could control that 10% surplus. The Secretary of Agriculture 
has stated he will not accept production quotas in any management plan. 
So what can be done — drop the farm gate price? I question whether any such 
price sacrifice would significantly lower the retail price of milk, nor 
would a retail price cut guarantee increased milk sales. Milk is a 
bargain at present retail prices; the challenge is to convince consumers 
that milk belongs in their diet instead of beverages that are less 


nutritious or may actually be harmful to human health. 


I believe most dairymen, when asked to choose between the alternatives, 
will accept the world market price on the 10% of our production that adds 
to the surplus. We believe it is wiser to maintain domestic prices and 
absorb losses on the world market. And, we recognize that this solution 
is not fair to all dairy farmers because those who have maintained a 
steady production history would be penalized. The costs will not be 
easy for an average dairy farmer to absorb — a 70-cow producer in our 


market would receive $5,000 less in income a year. 


The American farmer has provided consumers with an abundance of 
cheap, nutritious food and we have not told that story very well! It 
is high noon and time we started promoting our products realistically. 
All dairymen in this nation must participate in financing an effective 
sales effort because that is the only way we will maintain a reasonable 


price for our milk. 


(more) 
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An effective national sales effort may well mean the survival of 
our dairy industry in America as we know it today. The five cent 
nationwide proposal really comes a year or two too late, but we all 
Must start now to sell that surplus, no matter from what state it 
originates, since the surplus affects the milk price throughout this 
mation. I am convinced that if all dairy farmers had promoted milk as 
aggressively as dairymen in the West the price support system would not 
be under attack and we would not lose a 70-cent adjustment this year. 
In our state consumers drink 22 pounds more milk per year than the 


national average — almost 10% above the national average. 


The five cent sales promotion proposal is much less expensive than 
a $5.00 or $6.00 a cwt charge against the 10% surplus. I feel strongly 
that an effective national sales promotion effort is the most promising 
part of the proposed package. What does five cents a cwt mean? It means 
we can sell at least three billion pounds of milk, and perhaps as much as 
fiye billion pounds, out of that surplus and that would help save our future. 
I would like to believe that we have dairy leaders who are able to put 


a workable program together. 


Spring is here. That means more milk. We do face hard choices. 
We have faced them before. But, dairy farmers are committed to our 


special way of life and we will meet this challenge. 


WISCONSIN FEDERATION OF COOPERATIVES 
122 West Washington Avenue, Madison, Wisconsin 53703-2760 
Telephone: Area Code 608, 256-1846 





A WISCONSIN POSITION ON THE DAIRY SITUATION* 


The Wisconsin Federation of Cooperatives Dairy Division 
represents the major dairy cooperatives in Wisconsin (see 
attached member list). These dairy cooperatives have a 
membership of about 30,000 of the state's dairy farmers, thus 
the Dairy Division represents about 68% of Wisconsin dairy 
farmers. As director of the Dairy Division I will present 
Wisconsin's position relative to the subject at hand -- the 
purchase of excess dairy products by USDA under the price 
support program for manufactured grade milk for the fiscal year 
ending September 1, 1982. Comment will be offered relative to 
the curtailment of excess milk production on U.S. farms. 

We believe farm milk production for this fiscal year will 


approach 136 billion pounds - sales will be about 120 billion 





pounds (sales are projected to remain static). These figures 
indicate support purchases will approach 16 billion pounds of 
milk. The gross cost will be near $2.5 billion. 

Wisconsin cooperatives and dairy farmers are aware that 
these figures represent an untenable situation for the long run. 
They realize corrective action must be forthcoming or the prices 
they receive on milk deliveries will not advance or could be 


reduced from present levels. 


* Presented at Dairy Symposium, March 22-23, 1982, Marriot Hotel, Kansas City, 
Missourt by Charles L. Farr, Director, Dairy Division of Wisconsin Federation 


0f Cooperatives. 


ly 
University of Wisconsin Extension staff conducted a series 
of dairy farm meetings during the first part of February 1982 to 
bring these facts to farmers (I was a program participant). There 
were over 500 persons in attendance at the sessions. Dairy farmers 
were appraised of the supply and demand situation. The level and 
cost of CCC purchases were revealed. They were told of the need to 
increase sales. The potential for marketing dairy products overseas 
was evaluated. Lastly, the potential programs which could be employed 
to control production were aired. Special emphasis was given to the 
National Milk Producers Association Dairy Stabilization - World 
Price Program (Self-Help). 
Farm Production 
Milk production on farms in Wisconsin for 1981 was reported 
at 22,705 million pounds up 855 million pounds or 3.9% from 1979. 
The nation's milk production was reported at 132,634 million 
pounds up 9,223 million or 7.5% from 1979. Wisconsin's advance 
in milk production of 855 million pounds from 1979 to 1981 represents 
9% of the nation's growth in milk production. Thus, Wisconsin 
farmers have increased production at a slower rate than farmers 
from other parts of the country. 
Dairy cows in the U.S. herds for January 1982 were reported 
at 11,889,000, compared to 10,743,000 for January 1979. This 
represents a gain of 1,146,000 cows, or 10.7%. During the same 
period Wisconsin's milk cow numbers advance to 1,830,000 from 


1,813,000, a gain of 27,000 or 1.5%. 


oe 

The Minnesota-Wisconsin Series Price (the average price paid 
for manufactured grade milk in Minnesota and Wisconsin) has dropped 
from $12.66 per cwt in February 1981 to $12.46 in February 1982 - 
a drop of $.20 per cwt. The Chicago Federal Order Uniform Price 
has dropped from $13.13 to $12.98 for the same period. The support 
price has remained at $12.80 per cwt for 3.5% butterfat milk during 
the same period. Milk price have moderated in the past year. It 
appears that prices could be effecting an adjustment in milk pro- 
duction in Wisconsin as January 1982 production was 1% under the 


previous year and for February 1982 production was reported at 


2.2% under February 1981. The above analysis would indicate that 
Wisconsin dairy farmers have, and are reacting differently to the 
level of milk prices than farmers in other states. The general 
level of the state's Grade A milk prices are relatively close to 
manufactured milk price level as only 22% of Wisconsin milk is 
utilized as fluid milk. 
Transportation Costs 

In previous years when supplies exceeded demand and support 
purchases became a concern to the industry and USDA, milk 
from Wisconsin had a stablizing effect on markets outside the 
state. The threat of, and the actual movement of Grade A milk 
into other markets tended to level prices in those markets which 
are principally Class I (fluid milk). As a general observation, 
Class I order differential (hauling allowance) was established at 


Chicago plus transportation costs. Another position was the alter- 


shes 

native supply at Eau Claire, Wisconsin, plus freight. The 
hauling cost being established at 1.5 cents for each 10 
miles per hundred pounds. This rate applied to a 47,000 pound 
tanker of milk made the cost of operating the transport 
tanker $.70 per loaded mile. Today the cost of hauling milk 
in a 47,000 pound tanker is 3.8 cents per cwt for each 10 
miles. This results in the cost of operating an overtheroad 
tanker at $1.80 per loaded mile, reflecting advances in 
equipment, fuel and labor costs. Using order differential 
to move milk 1,000 miles a credit of $1.50 is allowed to 
move milk, however the actual cost today is $3.80 per cwt. 
The difference being $2.30 per cwt which makes the threat of milk 
from Wisconsin nonexistant. The advance in milk hauling 
costs provide a cushion whereby markets beyond Wisconsin's 
boundaries may maintain the level of milk prices without 
pressures from outside milk. 
Wisconsin Markets 

We must point out that the markets for Wisconsin milk and 
dairy products are outside the state. The state's dairy farmers 
produced 22,705 million pounds of milk, however the needs for 
the state's population take only 15% of the supply. The accom- 
panying table projects the demand for milk and dairy products 
for the five leading milk-producing states and compared demand 


with actual farm milk production. 
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SUPPLY AND DEMAND FOR SELECTED STATES 


*Per Capita Milk Eq **Milk Over or 

se Comsumption Production Under 

State Population PoundS  ------"-2--- Million Pounds------------ 
Wisconsin 4,705,335 X 700 3,294 22,705 + 19,410 
California 23,668,562 xX 650 15,385 14,244 - 1,141 
New York 17,557,298 x 650 11,412 11,093 - 319 
Minneapolis 4,077,148 x 650 2,650 10,061 + -7,4i1 
Penna 11,866,727 xX 650 7,713 8,965 + 1,252 


* Estimate (554# average for 1980) 
** For 1981 


It may be noted that Wisconsin farmers produced 19.4 billion 


pounds more milk than was needed to fill consumer demand in the 


state, and in Minnesota 7.4 billion pounds. This points to a 


serious problem which means that marketing programs which stimu- 


late milk supplies in other areas have a detrimental affect on 
the economic position on the dairy farmers in these two states 
It is essential that dairy programs be structured in a manner 
which provides for proper allocation of resources. Programs 
must be viewed in the light of social and economic structures 
and the alternatives available to the persons engaged in the 
dairying. 

Milk production in Minnesota and Wisconsin totaled 32,766 
million pounds or 25% of the nation's milk supply. Consumer 
demand in these states accounted for only 5% of the nation's 
demand. The production in excess of demand in the two states 


amounted to 26,821 million pounds or 20% of the U.S. milk 


-6= 
supply. The numbers in the table indicate that Minnesota and 
Wisconsin are major dairy processing states. 
Value 

The milk produced on Wisconsin farms in 1981 had a gross 
value to dairy farmers of $3.0 billion, representing 60% of 
farm income in Wisconsin. The addition of processing, packaging 
and distribution costs to this milk makes its retail value $6.0 
billion. These dollars provide 44,000 dairy farmers with moneys 
to purchase goods and services, pay taxes, make mortgage 
payments and hopefully return a profit. Over 500 dairy 
plants in the state employ about 14,900 persons, which 
depend on a strong dairy economy to provide incomes to meet 
the necessities of life. The above number does not include 
milk haulers and support industries which are a part of the 
dairy economy. 

Dairy cooperative plants receive and handle 56% of the milk 
in Wisconsin. Dairy farmers have invested millions of dollars 
in cooperative plants and facilities to handle and process 
member's milk. These cooperative plants have been burdened with 
processing large volumes of excess milk produced in other states. 

The reduction of the farm milk price by $1.00 per cwt would 
have an adverse effect on the Wisconsin rural economy. The dollar 
cut would take $227 million from farm milk checks. For the 
average Wisconsin dairy farmer this would mean $5,100. Such a 


reduction would cause financial difficulties as cask flow would 


= 

not be adequate escalating expenses. Any reduction in dairy 
income in Wisconsin has far-reaching social and economic impacts. 
A reduction in dairy prices would result in fewer dollars to 
meet taxes. A reduction in tax dollars would force cuts in 
education programs and poorer road maintaince. Medical services 
would deteriorate fron currert stan‘tar“s and emnlopnent in rural 
communities would suffer if dairy farmer's income were reduced. 
Businesses servicing dairy farmers would feel the economic 
squeeze. 

Interest rates are a factor which dairy farmers must meet. 
Assuming an interest rate of 15%, the cost of money on a 
$100,000 loan would be $15,000. This would amount to 22% of 
the gross annual milk check for the average Wisconsin farmer. 
Position 

WFC's Dairy Division supports the "Self-Help" program being 
advanced by the National Milk Producers Federation. We under- 
stand the need to bring supply and demand into better alignment. 
There is a definite need to develop markets at home and overseas 
for dairy products. We do have reservation with the concept being 
applied uniformally to all farmers in the nation. We outlined 
how the Wisconsin industry differs from the rest of the country. 
If we are to have a farmer incentive program, price levels by 
areas must be considered. The level of economic protection 
afforded to any market is a factor which should be considered, 


lack of competition between fluid areas and the fluid areas 


=8= 
and the manufactured areas due to transportation costs were 
noted. 

The current production patterns and future responses to 
prices by areas must be evaluated. It was noted that Wisconsin 
farmers have responded, which is not true of farmers in other 
areas. 

We would suggest that any program which is developed and 
supported should involve the individual farmer to a greater 
degree than is currently being suggested. 

In conclusion, we are all aware of the three parties which 
have an interest in the dairy industry and its programs - they 
are the farmers, the Congress and the Administration. Farmers 
understand that a dairy program must be workable, equitable and 
in the public interest. The Congress, through legislation, pro- 
vides program guidelines which will serve the dairy industry and 
be in the public interest. The Administration will be charged 
with carrying out of the mandate of the Congress. Since 1949 
the dairy price price support program for manufactured grade 
milk has served the industry well and achieved the desired 
ends. However, there have been rough times, but through the 
efforts of dairy cooperatives, trade associations, the Congress 
and the Administration the problems were resolved. Dairy 
farmers understand that adjustments must be made in the supply 
situation, however, such adjustments must be achieved with a 
minimum of adverse economic impact on the dairy farmer and the 


industry. A program which would inflict economic disaster onto 


=O- 
the dairy industry would in the long run result in dairy products 
being priced out of reach for many consumers. 

Therefore, WFC's Dairy Division urges that. adjustments be 
made which will cause the minimum economic impact on the dairy 
farmers. We believe the current price support program should 
be maintain, however, short-term adjustments must be made to 
bring supply into better alignment with demand. The dairy 
industry cannot operate and prosper without the assistance of a 
sound dairy program. The nature of the. product and marketing 
practices are not compatible with a completely unregulated 
system. An unregulated market would place the dairy farmer 


at the bottom of the economic ladder. 


DAIRY DIVISION MEMBERS 


A-G Cooperative Creamery 

Alto Cooperative Creamery 
Associated Milk Producers, Inc. 
Consolidated Badger Cooperative 
East Central Breeders Association 
Ellsworth Cooperative Creamery 
Greenwood Milk Products Cooperative 
Lake to Lake Dairy Division of Land O'Lakes, Inc. 
Land O'Lakes, Inc. 

Mid-America Dairymen, Inc. 

Midwest Breeders Cooperative 
Outagamie Producers Cooperative 
Swiss Valley Farms, Inc. 

Tri-State Breeders Cooperative 
Wisconsin Dairies Cooperative 
Milwaukee Cooperative Milk Producers 
Mid-West Dairymen, Inc. 

Manitowoc Milk Producers 


Mindoro Cooperative Creamery 


DR. ROBERT C. DREISBACH 
VETERINARIAN 
LONGMEADOWS FARM 
BOX 626, R. D. No. 3 
HAMBURG, PA. 19526 


(218) 862-3242 


March 12; 1982 


Mr. Alden Manchester 
ER-NED-USDA 

Room 246 

Washington, De. C. 20250 


Dear Mr. Manchester: 


As per phone conversation this letter is in response to your 
invitation to write in lieu of addressing the symposium at Kansas 
City for input concerning the severe problem of dairy surplus 
and the increasing cost to the government of support payments. 


One of the most important solutions is to increase the 
Fedéral Drug Administration (FDA) minimum standards from 8.25% 
solid not fat (SNF) to 8.75% SNF and 3.25% butterfat (BF) to 3.5% 
BF and to increase skim 1% and 2% BF milk to 10% SNF. Care must 
be taken so that the solids not fat are powdered milk and not 
artificial products such as seaweed and manufactured lactose, 
This procedure could use an estimated 358 million pounds of dry 
powdered milk in all of the United States excluding California 
which already has high standards. 


Secondly, a vigorous advertising and consumer education 
campaign paid for by five to six (5-6¢) per hundred weight of milk 
with no ask out, should be conducted. If the national demand for 
fluid milk can be raised from forty-two percent (42%) to forty-six 
percent (46%) or better, this procedure could use about one half 
our present national surplus. Procedure two will not work well 
if applied without raising the milk standards (Procedure one). 
This failure has been shown by our present ADA and Federal order 
voluntary check offs and our continued per capita loss of fluid 
milk sales. 


Third, the Federal orders for milk marketing throughout the 


HOME OF THE “WILDERNESS” JERSEY CATTLE 


United States must be changed so that dairy farmers are paid for 
their Class II manufacturing milk on yield of manufactured 
products. If all Class II milk were paid by yield there would be 
some milk that would not be profitable to the farmer and he would 
have to leave dairying just as any other unprofitable business 
would have to be terminated. If this proceduré does nothing more 
than dry up the added water in producer's milk it would be a 
tremendous savings. 


Our present pricing plan is to pay on volume and encourages 
all out production without regard to taste, yield, or cost. 


Fourth, milk dealers and processors should be severely 
reprimanded for not adhering to minimum standards. In March 
1979 eleven samples of milk from the shelves of Reading, 
Pennsylvania grocery stores were tested for butterfat, protein, 
and SNF. Three of the eleven samples representing eleven different 
milk companies did not test enough butterfat. Seven of the eleven 
Samples did not have enough protein content to meet the labeling 
requirements. All met the SNF for Pennsylvania of 8.25%. One 
very large dairy cooperative was tested several times and could 
not record a milk fat test over 3.1% while Pennsylvania's legal 
milk must contain 3.25% butterfat. This procedure adds butterfat 
to the market that was already sold as fluid milk, thus increasing 
the surplus, deceiving the public, and perhaps losing a fluid 
milk consumer forever due to lower taste appeal. 


Sincerely, 


CeO lea Nw ee faa 


Robert C. Dreisbach VMD 


Enclosures (3) 
Pennsylvania milk test 1979 and 1980 
California correlation 
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IDA WON WTP ORR TONG 


Ow BUMOSIRUCAL 


DAIRY MANAGERIAL CONSULTANTS 


1600 NORTH MAIN STREET. LOGAN, UTAH 84321 PHONE (801) 753-1782 


GENERAL MANAGER 


Sample # Fat _% 
LO84 3.6 
37-183 3.5 
C-42-099 3.1 
~27819P 34 
27261P Se 
WH Jug 5.6 


Dr. Robert Dreisbach, Veterinarian 


Longmeadows Farm 
BOXEOCOmRs UNO eS 
Hamburg, Pa. 19526 


Dear Dr. Dreisbach: 


Following are the official results on the samples received 


in our laboratory on March 13. 


Protein % 
Sys) 
350 
bys) 
3.20 
5655 
3035 


(N77) 


SNF_% 


8.57 
8.52 
8.47 
B42 
8.57 
8.57 


Calculated) 


Following are the official results on the samples received 
jn our laboratory on March 15. 


Sample # Fat _% 
1-19-C 3.25 
60-1477-21355P 34350 
431-3-1-2-60522 3.3 
mele BUSY palo 
255-6-3 1 B 3035 
sincerely, 


Roy A. Brog 


Protein % 
ecu 
BES 
Bae 
5025 
5220 


SNF_% 


8.42 
8.47 


Calculated 


8.42 


8.47 


8.42 


MILK PRICING PROCUCER SELECTION 
PLANT ACCOUNTING PRODUCT STANDARDIZATION 
COMPUTER PROGRAMMING &S STATISTICAL CONTROL 
ID ZATOERY DIOR LONG? 
OF BUMOSIRUIOAL 


DAIRY MANAGERIAL CONSULTANTS 


ROY BROG 1600 NORTH MAIN STREET. LOGAN, UTAH 64321 PHONE (601) 783-1782 
GENERAL MANAGER 


3 April 1980 


Mr. Robert C. Dreisbach, V.M.D. 
RD 3 Box 626 
Hamburg, PA 19526 


Dear Mr. Dreibach: 
The results on your samples were as follows: 


% Fat % Protein 


Store # 5687 Acme (Clark Sumitt) spl 3.20 
Store # 830 Dairylea 3.4 3.20 
Store # 830 A&P 3.33 3.15 


Thank You 





The National Milk Producers Federation is currently sug- 
gesting that a national referendum be held to assess all 
milk marketed at 5¢@ per hundredweight. fhe proceeds from 
this assessment, some $65 million annually, would be used 
for national programs to promote butter, cheese and non-fat 
dry milk - those products usually purchased by the Com- 
modity Credit Corporation. California's share of the $65 
million would be approximately $6.7 million. 


Tne ultimate objective of the proposed program is to 
decrease C.C.C. purchases which, in turn, is intended to 
benefit all dairy farmers through the milk pricing struc- 
ture. 


C.C.C. purchased a total of 8.8 billion pounds of milk 
equivalent in 1980. 





The approximately 13¢ per hundredweight California dairy 
farmers have assessed themselves in their own self-help 
program to market dairy products has provided dramatic 
benefits to the farmers, to the industry and to consumers 
interested in natural and real products. 


The California self-help program, started in 1969, has been 
of great help to dairy farmers outside California, too. 
California provides a market for some 400 million pounds of 
cheese shipped in from other milk-producing states. Cali- 
fornia has long cooperated with other dairy organizations 
and groups, sharing information. and promotional materials. 
The "REAL® Seal program, initiated and developed in Cali- 
fornia, was given to the dairy industry to use as it saw 
fit. For California to be asked to consider an additional 
assessment of 5¢ per hundredweight, when others have not 
matched the initial 13¢, does not seem equitable. 


Achieving the highest per capita consumption of dairy 
products in the United States has not been easy, and the 
dairy farmers of California have paid dearly for the 
achievement. We will consider a national program, if still 
needed, when all other states proportionately match Cali- 
fornia's promotional efforts. 


The question that might be fairly asked is this: Is the 5¢ 
per hundredweight designed to really solve the long-range 
problem of consumer demand, or is it another temporary mea- 
sure to protect parity for a short period of time? Tem- 
porary measures to legislate margarine away did not work in 
the 1940's, and they should not be expected to solve the 
problem today. 


The need to promote manufactured products is evident. But, 
unfortunately, this alone will not solve the problem. As 
long as the per capita consumption of fluid milk declines 
throughout our nation, the supply of manufactured products 
will continue to increase proportionately. Therefore, it 
follows that a national decline in fluid milk sales is the 
root of the problem. Butter, cheese and non-fat dry milk 
are merely some of the extensions of the problem. 


The following page will illustrate and document the fact 
that if all states would achieve the same per capita level 
of fluid milk consumption and conform to the same standards 
of butterfat and solids contents for fluid milk as the 
state of California, C.C.C. would not have purchased one 
pound of surplus in 1980. 


Excluding California, the nation in 1980 produced 114.9 
billion pounds of milk with a fluid milk utilization of 
42.2 percent, or 48.5 billion pounds. If the rest of the 
United States had matched California's 1980 fluid milk uti- 
lization factor of 46.2 percent, 4.6 billion pounds equi- 
valent would have been eliminated from C.C.C. purchases. 
And, if that fluid milk sold at 46.2 percent utilization 
would have conformed to California's butterfat and solids 
standards, another 4.2 wbillion pounds equivalent would have 
been eliminated from C.C.C. purchases. Net result? 68.48 
billion pounds of milk equivalent, the same amount as pur- 
chased by C.C.C. in 1980. 


128.4 Total 1980 U.S. production of milk in billions of 
pounds 


13.5 Total 1980 California production of milk in 
billions of pounds 


114.9 Total 1980 U.S. production of milk in billions of 
pounds ~ excluding Caiifornia 


46.2% California Fluid Milk utilization factor in 1980 


42.2% U.S. - less California - fluid milk utilization 
factor in 1980. 


107.9% Increased utilization of butterfats and solids as 
per California standards. 





128.4 — 13.5 3 114.9 
114.9 x 46.2 = 53.1 
114.9 x 42.2 = 48.5 
4.6 billion pounds 
83.1 x 107.9 = 57.3 


4.6 + 4.2 = 8.8 billion pounds 


Subject: 


Problem: 


Goal: 


Objective: 


Data: 


Requcst: 


1/13/82 


National Fluid Milk Stsrndsoredss 


- Too much accumulation of nonfat dry milk by the 
government 

- Limited commercial market for nonfat dry milk 

- Minimum product stundards denmoralize sales 

- Potential of standardizing solids-not-fat with 
permeate from the ultrafiltration process 


- To reduce povernment expenditures for milk product 
purchases 

- To improve the quality of choices available to the 
consumer 

- To provide the consumer with standard alternatives 

- To prevent further deteriorations of Consumption 
based on poor quality, competition and confusion 

- To conserve millions of dollars in cnerpy use? 


With the support of the producer industry, and others, 
establish minimum national standards for: 


Whole milk 3.5 $.7 
Lowfat 2.0 10.0 
Nonfat 25 9.0 
California National 
3.5 8.7 3.25 8.25 
2.0 10.0 75-245 8.25 
25 9.0 0-.5 8.25 


California has successfully marketed milk with these 
standards for the past 20 years. 


1. Work with us to obtain a joint meeting with 
Block and Neese. Obtain administrative position 
Of support. 


2. Co-author legislation, possibly in conjunction 
With spending suthorization. 


3. Combination of 1. and 2. 
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In order to logically extrapolate meaningful suppositions from 
the California data and to build useful projections, it is 
necessary to compire the component composition of milk received 
ju California and milk received in the rest of the United States. 


Percent of Butterfat | Solids-not-fat 


Produced in California §& the United States 


California __ United States 

BE SNE BE SONI 
1971 3.59 8.75 3.66 8.00 
1972 3.58 8.74 3.08 8.02 
1973 3.60 8.74 3.66 8.61 
1974 3.60 8.70 3.07 8.61 
1975 3.63 8.70 3.67 8.61 
1976 3.59 8.69 3.66 8.59 
1977 sao? 8.67 3.65 8.60 
1978 3, 61 8.67 3.67 8.60 
1979 3.54 8.67 3.66 8.60 
1980 3,. 60 8.71 3.65 8.59 
Avg. 3.59 8.70 3.66 8.60 


California's influence on the U.S. figure is -.01 
for fat and +.01 for SXF. 


It is also necessary to determine California's share of the 
U.S. Class 1] markct. 


Sales of Whole, Lowfat, Skim & Flavored Milk 
(1,000 Ibs.) 


U.S. California eevee 
1971 §2,099,020 §,203,206 9.99 
1972 53,140,167 §,451,119 10.26 
1973 53,031,747 5,519.170 10.41 
1974 51,739,672 5,547,748 10.72 
1975 53,278,461 §, 638,074 10.58 
1976 §3,209,928 5,855,155 11.00 
1977 53,036,752 502,099 11.24 
1978 §3,153,021 GL 027,577 11.34 


1979 53,033,556 6,087,140 11.48 


These figures show from a direct eastrapolation that: for 1980 
California represented 11.57% of the U.S. market and used 
46,040,000 lbs. of SNF to meet the proposed national standards. 
Therefore, with the differences between incoming milk being 
relatively insignificant and there being no recognizuble 
different incentives regarding milk usage, it can casily be 
projected that national usape of SNF to mect the standards. 
40,040,000 - 11.37% Therefore, POO% would be Td, deo, oo 
Ibs. of SNF less 406,040,000 already used by California 
would net 358,885,200 lbs. which would take 4.1 billion 
lbs. of milk to producc. 


VICTOR ATIVYEH 
GOVERNOR 
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Department of Agriculture 


AGRICULTURE BUILDING, 635 CAPITOL STREET N.E., SALEM, OREGON 97310 


SUMMARY OF PROPOSAL 


PROVIDES FOR MORE FEDERAL-STATE COOPERATION. 

SETS UP A SURPLUS QUOTA SYSTEM WITHIN THE SUPPORT PROGRAM. 
RELIEVES PRODUCTION LN EXCESS OF SUPPORTED QUOTA OF ANY REGULATION. 
PUTS AN END TO OPEN END SUPPORT PURCHASES. 

ESTABLISHES THE FOURTH CLASSIFICATION OF MILK PRODUCT. 

MAKES SURPLUS PRODUCTION A PRODUCER DECISION ON THE FARM. 

MAKES USE OF THE REAL MARKET PRICE FOR MANUFACTURED PRODUCT. 


GETS FEDERAL ORDERS OUT OF CLASS 1 PRICING WHERE MINIMUM CLASS I 
PRICING PLANS ALREADY EXIST. 


SUGGESTS A PROCEDURE FOR IMPLEMENTATION. 


Department of Agricu/ture 


Marples AGRICULTURE BUILDING, 635 CAPITOL STREET N.E., SALEM, OREGON 97310 





March ll, 1982 


Mr. Ray Lett 

Assistant to the Secretary of Agriculture 
U. S. Department of Agriculture 
Washington, D.C. 


This analysis is in reference to the current national surplus produc- 
tion problem in the dairy industry. 


We have heard at length that the support program of the federal 
marketing service cannot continue to buy excess butter, powder and 
hard cheese at the current support level of price or quantity. 


However, the provisions of federal milk marketing programs do not 
accommodate any limitation but, in fact, accellerate the building of 
these inventories using the Commodity Credit Corporation as a major 
customer. We are submitting, in as clear terms as possible, two pro- 
posals that we believe will bring about the needed stability in the 
marketplace and result in the positioning of decision making where it 
belongs--with the individual milk producer. They will also make the 
remaining surplus competitive in the world market without subsidy. 


Federal orders with uniform blend producer return are designed to 
accommodate the abundant food policy, and will either develop these 
abundant reserves at the expense of producers or the taxpayer. 


The first proposal I want to discuss would be to let the states func- 
tion in their own markets with whatever state systems best suit their 
needs, while providing federal authority to set fluid milk prices 
across the state lines as needed, with that being the only function of 
federal authority within these state fluid milk pools. The State of 
Oregon's system, known as the Milk Stabilization Act, could be a model 
because of its ability to let each farmer make his own surplus -deci- 
sion based on his management ability and the return available to him 
from the price in the marketplace for butter, powder and hard cheese, 
while at the same time he can base his operations on an identified 
fluid milk market that has been priced at a level compatible with the 
economy in his retail market area. Class 1 prices for milk to drink 
should not be tied to an unrealistic Class 3 price, which seems to be 
the case at the present differential under federal order pricing 
mechanisms. 


The second proposal is to apply this same principle at the federal 
marketing level, whether by identifying fluid and/or manufacturing 
markets and allocating quotas individually or collectively. These 
quotas would not restrict total production, but merely classify and 
price the outlets available at the real market value. This real 
market value for the excess beyond a quota would be established by the 
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dollars available to buy it at the support level, and by the 
willingness of the consumer to buy the product from the market. The 
federal function would be to identify how much reserve is necessary 
for federal commitments and needs. If the excess above that quota is 
produced and processed, it will only find a home at the real market 
value, even if it is $3 or $4 per hundredweight less than the 
support level. This proposed system would not damage Class 1 Base 
Plans that presently exist in some states and in some federal orders, 
but would establish three or possibly four price ranges: (1) for 
fluid milk, whether federally priced or state priced; (2) for short- 
life storable process products, i.e., cottage cheese and ice cream; 
(3) for supported Class 3 product; and (4) for the nonsupported Class 
3 product i.e., butter, powder and hard cheese, outside of the support 
quota. This last price (4) would be the one that producers would 
receive for milk that they produce as a result of their own decision 
to provide beyond the identified areas of support Class 3 and Class l 
use. 


Admittedly, these proposals may conflict with some long-standing regu- 
latory or statuatory language that might need changing, but surely if 
this nation's dairy industry is to have stability, it will only be 
accomplished under some different system than we are now using. 


Some people might view this class 3 quota as allowing a given amount 
of surplus production. However, this proposal merely divides the 
surplus production into different outlets that exist, and allows pro- 
ducers to decide their own production level based on their own average 
return compared with their own individual costs. In other words, the 
proposal would: 


(1) use supports the way they were intended and no more; 


(2) leave the competition for market between producers and 
challenge their efficiency in the costs of production; 


(3) stabilize the supply for consumers with more level product 
pricing; 


(4) provide a way for the family-size farm to stay in business 
rather than having to “race,” as now is the case, with larger 
operators to the detriment of their efficiency. This does not 
mean he needs more money, he just needs to have a herd size that 
is compatible with his feed; labor and facilities. He will then 
be allowed to stabilize at that level and become a competitive 
stable source of supply. Producers are going broke trying to 
increase their herd size with borrowed capital at 18%—this 
doesn't work; 


Mr. Ray Lett 
March ll, 1982 
Page 3 


(5) get the government out of open end spending for product that 
has questionable market; 


(6) insure that consumers will have dairy foods without the roller 
coaster prices that are of no advantage to either the producer 
or the consumer; 


(7) producers will end up with less bankruptcies and more 
security. 


My experience, both as a member of the dairy industry and as a state 
administrator, shows that Oregon's system of milk market stabilization 
is viable and can work. However, it is in danger of being smothered 
by the “base race” concept that is a plant manager's dream and a produ- 
cer's nightmare. 

It. seems to me that the federal/state agreement between the United 
States Department of Agriculture and the Oregon State Department of 
Agriculture needs to be reviewed and updated so as to maintain the 
integrity and the cooperative intent of the federal Milk Market Order 
No. 124 and of our state Milk Stabilization Act, ORS Chapter 583, 
which appear to have been lost in the interpretation of the 
local/federal order and this Memorandum of Agreement. Under separate 
cover, we are forwarding a copy of our most recent Memorandum of 
Agreement between USDA and OSDA, a copy of ORS Chapter 583, a copy of 
the regulations promulgated thereunder, and a copy of federal Market 
Order No. 124 with some paragraphs highlighted. 


I realize that we have covered a broad spectrum of problem areas, but 

we sincerely believe that it is time to go back to the basics of 

supply and demand, with a minimum of statuatory language, a minimum of 
protective devices, and maximum of proper incentives, not only to pro- 
duce the right amount of milk, but to produce it at a profit and for 

an identifiable market. In the long run, this process fulfills an obli- 
gation to the consumers of a continuing supply of high quality dairy 
foods. 


Intentionally, these proposals are without detailed procedures for 
implementation, which can be adopted once the concept is accepted. I 
would welcome an opportunity to discuss the various areas of this pro- 
posal in depth at any time. 
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Sincerely, 


Ae. 
Ray Hobson 


Assistant Director 
(503) 378-4665 


ewL5/7F 
cc: Leonard Kunzman 
pralden Manchester 
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The Administration has made it very clear that the 
present level of milk production in the United States is unacceptable 
and that the level of support price purchases of surplus dairy 
products is creating excessive costs to American taxpayers. 

No thoughtful person...including those of us who produce 
the milk...will deny the seriousness of the problem. The dairy 
industry, particularly as represented by the National Milk Producers 
Federation, has proposed a plan that will provide major relief to 
the federal budget and at the same time, involve dairymen directly 
in financial responsibility for excess milk production. The plan 
was approved by Federation directors, representing most of the 
dairy cooperatives in this country, and has been recommended to the 
Congress and the USDA for their consideration. 

Dairylea is a member of the Federation and we commend 
and support its efforts to find a solution to the dairy surplus 


problem. Our Board has not yet taken a position on the Federation's 


Continued... ... 


"Dairy Stabilization-World Price Program” and we will not do so 
until it has been discussed more fully with our members. 

The concept is good and the objective...financial 
participation by dairymen in the consequences of overproduction... 
may well be at least part of the short-term solution. What concerns 
me and other Dairylea members is the very real possibility that 
present aggressive government dairy policy may push toward a quick 
answer that will result in "overkill" within the dairy industry. 

The inevitable result will be to destroy for all time dairy 

farming as an American family enterprise. In order to reduce the 
projected $2 billion federal expenditure for dairy price supports 

in 1982-83, proposals have been made which would reduce farm milk 
prices below the level of survival for thousands of farmers; young, 
old, large, and small. Such a heavy-handed approach will reverberate 
throughout the Nation, already hard hit by a worsening recession. 

In New York State, the dairy industry may be the single-most 
important source of jobs and commerce in the State. It represents 
almost $2 billion in farm income (milk and cattle), generates a 
retail value of products equal to another $3 billion, and employs 
more than 60,000 persons with an annual payroll of over a billion 
dollars. 


Already, with farm milk prices down and production costs 





up compared to last year, farm sellouts are accelerating at a time 
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when prices for land, equipment, and animals are lower than they 
have been in a long time. I have been told that the State FmHA 
has one person working full time assembling dossiers on defaulted 
loans which could lead to foreclosures. The same is true in 
Pennsylvania, and I have little doubt that it holds true for most 
Precnesrestrof the country. 

We are publicly assured by National FmHA leaders that 
steps are being taken to extend payments, revise credit arrangements, 
etc. to prevent any substantial increase in farm foreclosures. 

The trouble with that assurance is that it is strictly short range. 
It doesn't deal with the most basic problem: declining prices 

and increasing costs make for cash flow problems which more credit 
or extended payments do not really solve. 

It is my belief...and I know many others who agree...that 
the need to apply MORE pressure on dairymen than already exists 
is unnecessary...Even worse, more pressure in the form of drastic 
price cuts as proposed by the Congressional Budget Office (a 50 
cents per hundredweight drop every six months in the support price) 
will tremendously aggravate an already critical situation on our 
dairy farms. It could trigger a forced exodus from dairy farms 
that would not be easily stopped. It could...and very likely 
would...leave our industry virtually without a new generation Ou 
young farmers because they are the ones most likely to be carrying 


the highest current debt load...they are the most vulnerable. 
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With farm milk prices presently locked in "neutral" and 
beginning to slip backwards, a substantial drop in production will 
occur but it will take at least two years. The question that this 
Administration must ask itself is: Is a potential savings of perhaps 
one billion dollars in the current fiscal year worth the dismantling 
and virtual destruction of a multi-billion dollar dairy industry? 

Is not the conversion of milk production from family farms to major 
corporate enterprises going to cost the consumers more for their 
dairy products? Is the unemployment of thousands of productive 
people not going to cost the public more than anion dollars 

in various welfare benefits...to say nothing of the cost in human 
misery? 

I urge you to counsel President Reagan to weigh the real 
costs of applying more price pressure on already stretched-to- 
the-limit dairymen. 

Finally, I would like to comment on the proposed "Dairy 
Stabilization-World Price" plan, or any similar plan that might 
be considered. 

This type of plan envisions a system under which govern- 
ment and farmers jointly share responsibility for price stabilization. 
Under the Federation plan, stocks of surplus dairy products purchased 
and not used for domestic programs would be made available for sale 
on the "world" market at world prices. It is well known that these 
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so-called world market prices are determined largely by the degree 
to which other countries (principally the European economic community) 
and willing to subsidize their exports. In other words, the amount 
of tax money the EEC is willing to use in order to "dump" their 
excess dairy products in the world markets is the factor that sets 
the level of world dairy prices. It is all part of their Common 
Agricultural Policy (CAP) which has great political status in the 
EEC because of the larger percentage of their population engaged 

in agriculture than in the U.S. 

In spite of the fact that our trading partners in the 
EEC dump subsidized products on the world market, they frown upon 
any such action by the U.S. Hard as it is to understand, our State 
Department and Foreign Trade officials appear to agree with them. 
It makes for a very one-sided arrangement in which American dairy 
farmers, assuming they DID help buy up their own surplus, would be 
doubly penalized: first, by the cost of the purchase, and second, 
by being closed out of the world market because of short-sighted 
and punitive trade restrictions imposed by our government for 
diplomatic reasons. 

Should dairy farmers become involved in the type of 
program now under discussion, there must be a clear legislative 
direction that will make the sale of our surplus dairy products in 
world markets freely available as a way of recouping at least part 


of the cost. 
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A second concern we have with the program as proposed 


by the Federation is the absence of any clear incentive to individual 


producers to reduce milk production. As the program is now structured, 


the cost of surplus acquisition is to be borne across-the-board 
by all dairymen through a uniform assessment against the income 
from all milk. Certainly, this sledge hammer approach can reduce 
national milk production but, as already noted, its longer range 
negative impact on future production, adequacy of supplies, and 
reasonable consumer prices is, in our opinion, to be avoided. 

It would be far better to set up a type of base-excess 

plan which would enable each individual dairyman to make a 
business judgment. If his base was the previous year's production, 
and if the national surplus was judged to be ten percent, then he 
should be allowed to make one of the following decisions: 

1. I will cut my production by ten percent and therefore 
I will NOT have to be assessed any part of the cost 
of surplus removal. 

2. I will NOT cut my production and I will therefore pay 
my pro rata share of the cost of national surplus 
removal. 

This is certainly administratively feasible. Base-excess 

plans now exist. Extending the principle to a national program is 
possible and, we believe, necessary if a national production control 


program is to be acceptable to dairy farmers. 
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A final suggestion: One rather simple method of reducing 
government costs for price supports is through a change in the 
Minimum nonfat solids standards for fluid milk products. In other 
words, increase the minimum requirement so that more nonfat solids 
(mostly high-quality protein) will have to be included in the 
products the consumers buy. The additional cost to the consumer 
will be tiny per unit of purchase and the national diet will be 
greatly improved. It is estimated that 500 million pounds of nonfat 
solids could be moved into the comm2rcial domestic market each 
year by this method. The major benefit, of course, is that the 
product would go into the stomachs of the consuming public...a 


nutritional plus...rather than into government warehouses. 
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Proposal to be submitted to the Dairy Symmosium in «snsas City, 
Mo. on March 22 &.23- 


Provossl: A check-off on the milk nroducod, The monev obtrined 
to be used to vay back to the farmer for every cow sold for 
SsJaAucehter, 


Using 1930 firures: 
125 'sillion, 25 Million nounds of milk nroduced 
LO MilliongeGa Setaousandsdej ryecows 
20 yercent cnli rnte for slaushter 


A 17 cent per 100# of milk nroduceu cneck-off would es- 
tablish a fund of #190 ner cow Slaughtered. with tie increase 
in milk oroduction tuken into account, A cnec«-off of -2lh cents 
ner JO.F of milk produced would establish a fund of %~100 ner cow 
CujJled for slauzhter for an additional 1,000,000 cows. ‘ihe amount 
Drojected py Secretary Block to vet production in line with con- 
Summ tion, 


A survey of dairy farmers taken to estandlish smount of checc- 
off snd payments needed to entice culling of herd to zet 1 osalonce 
Of Drocuction and consummtion. 


“uture oroduction controailec by aaving 10 (Se an onzorme 
nrogram, The amount of check-off and payments reviewed annually 
to coincide with »roduction %nd censumotion projections, 


This nrovram fits in the wuidelines of President Rearmain's 
 ylan to reduce fedcral exnenditures and gettine the Federal 
Sovernment out of nersles lives, as it would ve a program 
financed *nd controjJled by the Dairy Farmers themselves, 


“orniuius Farms 


AiG aesO Koes jue 
Pulas«i, Wi 54162 


STATEMENT OF LEONARD VAN DOORN 


My name is Leonard Van Doorn. I have been a market milk producer in 
Bakersfield, Calif., for the past 25 years. My family and I have taken a 
great deal of pride in producing a quality product for the Class I Market 
in Calif., and have had no quality or quantity problems with the distributor 
that I have supplied for the last 25 years. 

I had a contract for 3200 gallons of milk a day and have been 
producing only 3000 gallons daily. 

We built a new dairy facility in 1969 and incorporated all the 
features that were required by the Health Dept. to make it a modern and 
up-to-date milk producing facility. 

The milk production business has been very good to me and I was able 
to pay for these facilities in a few years. 

I feel I am a knowledgeable and efficient milk producer and would be 
willing to produce milk for somewhat less than I have been receiving. 

On December 5, 1981, two other producers with the same type of good 
producing record and myself were notified by the distributor that, due 
to the huge surplus of milk, their producer agreement with us had to be 
terminated, after having shipped milk to them for the past 25 to 40 years. 

Now chaos has been created in the Dairy Industry. 

It is the result of too high a support price paid by the C.C.C. 
(Commodity Credit Corp.) for dairy products. 

The price for quota milk is regulated by the Calif. Milk pooling law. 

By this system, cost of production and fair return on investments 
are carefully considered. 

Production cost came down and also the price paid for quota milk. 

Yet the price paid for overbase milk is quaranteed by the support 
price at a level far above cost of production. 

The support price should only function in times of emergency. 

It should never be a incentive to produce a product for which their 
is no market. 

This has created a tremendous surplus of milk powder, cheese and 
butter, a surplus which is increasing at an incredible speed. 

This price support does not benefit an honest dairyman that sticks 
to the Calif. Quota System, a system that once took care of each dairyman's 
share in a fair and honest way. 

Dairymen's cooperatives are monopolizing the market through opportunities 
created by this price support system. 

Members of those Coops. are increasing their herds and producing 
milk without limit and are pushing independent producers out of business. 

This all costs the Taxpayer $250,00 an hour and is still increasing, 
because production will be on the increase as long as the Government is 
willing to buy this product for which there is absolutely no market at a 
profitable price. 

Never should price support become an incentive to overproduction 
because there is so much profit in it. 

This is abusing its purpose, misusing the taxpayers' money, inflationary, 
hurting the National Budget, and, in this case, putting out of business 
well-meaning dairy farmers. 

These dairies have not been able to find another buyer for their milk 
and are forced to sell out. 

Employees of these dairies have to go on unemployment. This all 
means a greater burden for the Government and taxpayers. 

It is ridiculous to create an artificial market for a product for which 
there is no market at the expense of the National Budget. 


Speaking for Calif. Dairy farmers, we don't need a support price 
and we'd like to see these billions of dollars saved to help balance the 
Budget. 

We know that when there is no money in producing surplus milk, 
dairyman will quickly get rid of these cows. 

I appreciate the opportunity given me to testify in behalf of my 
fellow dairymen 

Henk Rodenburg 
Bruno Sandrini 
and myself, Leonard Van Doorn. 

I trust that by giving heed to this testimony, an orderly market-oriented 

supply will be reestablished, based on supply and demand. 
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THE PRICE SUPPORT SITUATION 


The current situation of surplus inventory of butter, cheese, and nonfat dry 
milk has been brought about by an imbalance of supply and demand. The dilemma 
was triggered when Congress increased support prices for milk from 75 percent to 


80 percent in 1977, which guaranteed an artificially high price level for milk. 


On the one hand, the farmer was encouraged to produce all the milk he could 
since he knew he always had a market for his product and he knew the lowest possible 


price he would have to accept. Back-to-back bumper crops of grain kept grain prices 
1/ 2 
low (since it is not supported to the same degree as milk) and made milk-feed price 
2) 
ratios high. This stimulated production in total, when at the same time milk pro- 
3/ 


duction per cow was increasing. All these factors contributed to our current 
oversupply. 
4/ 

On the other hand, dairy products became relatively higher priced at the super- 
market and became less competitive--demand remained flat, or actually lost ground to 
competitive foods. Fluid milk, which utilizes about Deane of the Grade A milk 
produced in the U.S., became less competitive as a beverage. Per capita consumption 
of fluid milk in the U.S. has actually decreased in recent years, from 253 pounds per 
person in 1977 to 245 pounds per person in ec Milk not used for fluid consumption 
goes for manufacturing cheese, butter and powder. With an artificial floor under 
these products, the normal mechanism for increasing consumption, which is lowering 
prices, could not enera ces The consumption of butter, which competes with margarine 
on price, has leveled at 4.5 pounds since an Nonfat dry milk consumption has 
et Even cheese, one of the fastest growing categories of consumption in the 


early 70's, has not shown the same rate of increase in the late 70's and early 


80's. Between 1975 and 1978, per capita cheese consumption increased 0.9 pounds 


bh 


9/ 
per year. However, between 1978 and 1980, per capita cheese consumption increased 
10/ 
only 0.3 pounds per year. One of the primary reasons is that the price of cheese 
at the store became less competitive with other sources of protein, such as poultry 


11/ 
and fish. 


The dairy industry cannot weather the current situation of high production and 
high prices as we have today. Obviously, we need to get supply and demand back in 
balance. Either we must lower prices to match the high production, or we must lower 


production to match the high prices. 


How can we do this? Under present conditions, there is no alternative but to 
continue with the support price concept, but it must undergo some modifications. 
If the American people want to be certain of having an adequate food supply in good 
and in bad years, then they must be willing to pay some price for this benefit. We 
do believe, however, that determining the support level should not be in the hands 
of Congress where special interest groups can be more influential, but should instead 
be left to the discretion of the Secretary of Agriculture to be increased when 


production must be stimulated and lowered when production must be curtailed. 


For the farmer, this means the decision to produce milk will not be made as 
easily, since the price he will receive can fluctuate depending on the current 
supply situation. In the short run, it may be more advantageous for him to cull 
his herd; and in the long run it may be more advantageous to switch to another 


commodity altogether. 


For the consumer, changing milk support means changing prices at the super- 
market. The demand for milk, butter, and especially cheese is price sensitive. 
That is, by lowering the price to the consumer, the consumption of these products 


would increase. Raising the price, on the other hand, would decrease demand. 


RE: 


12% 
A study done at Purdue University several years ago shows this fact to be true. 


This study indicated that as the price of cheese increased by 10 percent, cheese 
consumption decreased 8 emcee Whether or not the precise numbers apply today, 
this is a strong indication of trouble for the cheese industry if prices remain 
high. 

Already, price increases brought about by the ever-increasing milk support 
prices have forced consumers to trade down to cheese food or spread (with higher 
moisture levels) as a lower cost eee thereby using less cheese in total. 
Food service operators have reduced the amount of ¢heese on the products they 


15/ 
serve, which also decreases cheese use in total. 


In addition to lowering the price to solve the current situation of over 
supply, and to encourage demand in the future, we believe dairy products should be 
strongly promoted. The consumer trends that we see taking place--a desire for 
healthful and nutritious foods and convenience in preparation--give dairy products, 
and especially cheese, the edge over many other products the consumer can choose to 
buy today. By increasing the consumer awareness of these factors and encouraging 
new and exciting uses of cheese, we can increase demand above its current level of 

16/ 
17.6 pounds per person per year. In fact, we know that in many European countries, 
the per capita consumption level is much higher, especially in Germany and 


LA 
France. 


The U.S. should also be active in the export market. While domestic give-away 
programs can dissipate inventories of modest levels, they have been proven ineffective 
when inventories reach the massive levels we experience today. Therefore, we must 
export the surplus. It does not make sense that we import 1.6 million Japanese pea’ 


each year while our own industry is in the doldrums, and the Japanese in turn use 


the dollars we pay them for cars to purchase cheese from New Zealand. We need the 


ae -3- 


machinery to effectively barter our product for theirs. 


What we are proposing here is not new. All of these ideas have been dis- 
cussed on previous occasions. However, we do want to make our position clear. 
We propose that: 

1. The dairy supports be left in the hands of the Secretary of 

Agriculture and that he lower and raise as necessary to balance 


supply and demand. 


2. The dairy industry expand its promotional efforts to increase 


domestic dairy product consumption. 


3. The U.S. develop a program to increase its dairy product exports 


to other nations. 


The dairy farmer is in danger of losing his "market" for his products if consumers 
get out of the habit of buying dairy products, and taxpayers will revolt and refuse 
to pay for huge give-away programs. Therefore, it is important that action be taken 


to avoid these problems if we, as an industry, are to survive. 


he 
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MR, CHAIRMAN: 


THOULH UNABLE To ATTEND THE LAIRY SYMPOSIUM IN KANSAS CITY ON MARCH 
ee AND 23 BECAUSE OF LONGSTANDING MAJOR COMMITTMENTS CONNECTED WITH 
AN UPCOMING MICHIGAN MILK PRUDUCERS ASSOCIATION ANNUAL DELEGATE 
MEETING>s I TaK—E THIS OPPORTUNITY TO CONVEY MMPA!S POSITION ON CERTAIN 
ISSUES OF VITAL INTEREST TO THE NATION'S DALRY FARMERS AS WELL AS 
UTHER CUNSUMERKS, y RESPECTFULLY REWUEST THAT THIS CORRESPONDENCE BE 
ENTERED AS PART OF OFFICIAL SYMPOSIUM PROCEEDINGS AND BE GIVEN DUE 
CUNSIDERATION,. 


MMPA ACKNOWLEDGES THE GENERALLY UNFAVORABLE IMPACT UPON THE DAIRY 
PRUDUCT HARKET OF CURRENT HIGH MILK PRODUCTLON AND HEAVY DAILRY 
PRUDUC] SURPLUSES, FURTHER, WE RECOGNIZE THt BURDEN THAT SUCH 
SUKPLUSES PLACE ON THE DAIRY PRICE SUPPURT PROGRAM ESTABLISHED bY 
CUNGRESS IN 1949 TO ASSURE CUNSUMERS AN ADEWUATE SUPPLY OF DALRY 
PRODUCTS aT REASONABLE PRICES bY PROVIDING DAIRY FARMERS NECESSARY 
PRICER ASSURANCE, 


MMPA, &£ MILK MARKETING COOPERATIVE OWNED ANU CUNTROLLED BY 
APPROXIMATELY 6,200 DAIRY FARMERS, TOTALLY ENDORSES TESTIMONY 
ENTEKED AT THIS SYMPOSIUM BY NATIONAL MILK PRODUCERS PEDERATION, 
FURTHEK+ MMPaA, A MEMBER OF NATIONAL MILK PRUDUCERS FEDERATIUN, 
WHOLEHEARTED SUPPORTS THE TWU PROPOSALS CONIAINED IN NMPFIS TESTIMONY 
AND WILL CUMMIT THE FULL RANGE OF MMPA'S RESOURCES TO THEIR 
IMPLEMENTATION, WE VIEW THE NMPF PROPOSALS @ SPECIFICALLY, A 
PRODUCEReFINANCED NATIONAL DAIRY PRODUCT PRUMOTION PROGRAM AND a 
PRODUCER® ANID @=GOVERNMENT*©FINANCED DAIRY STABLLIZATIUN@=WORLD PRICE 
PROLKAM = AS REASONABLE AND WURKKABLE METHODS OF RESOLVING PROBLEMS 
CONNECTED WITH THe CURRENT DAIRY PRODUCT SURPLUS AND OF PRESERVING 
He INTEGRITY OF THe NATION'S LAIRY FARMING LNDUSTRY, 


UN BEHALF OF MMPA, I STRONGLY URGE THE U.S, DEPARTMENT OF AGRICULTURE 
TU ALCORKD STRONG FAVORABLE CUNSIDERATION TO THUSE NATIONAL MILK 


PRODUCERS FEDERATION PROPOSALS AS WAYS TO MAINTAIN THE INTENT OF 
CUINURESS WHEN IT ¢STABLISHED THE DAIRY PRICE SUPPORT PROGRAM, 


cELWOUD KIRKPATRICK, PRESIDENT MICHIGAN MILK PRODUCERS ASSOCLATION 
PO 60X 5087 
SOUTHFIELD MI 48037 


MR CHAIRMAN: 


THOUGH LONGSTANDING MAJOR COMMITTMENTS PREVENT ME FROM ATTENOJNG THE 
DAIKY SYMPOSIUM [TN KANSAS CITY ON MARCH 22 AND 23, I TAKE THIS 
UPPUKTUNITY TO CONVEY THE POSITION OF GREAT LAKES*SOUTHERN MILK, INC, 
ON CERTAIN ISSUES OF VITAL INTEREST TO THE NATION'S DAIRY FARMERS AS 
WELL aS OTHER CONSUMERS. J RESPECTFULLY REQUEST THAT THIS 
CURRESPONDENCE BE ENTERED AS PART OF OFFICIAL SYMPOSIUM PROCEEDINGS 
ANG BE GIVEN DUE CONSIDERATION, 


GREAT LAKES@SOUTHERN MILK, INC, IS A MILK MARKETING FEDERATION MADE 
UP OF APPROXIMATELY 22.400 DAIRY FARMERS IN COOPERATIVES IN 15 
STATES, GLSM DAYJRY FARMER COUPERATIVES ARE MEMBERS OF NATIONAL MILK 
PRODUCERS FEDERATION, 


GLSM ACKNOWLEDGES THE GLENERALLY UNFAVORABLE IMPACT UPON THE DAIRY 
PRKUUVUCT MAKKET GF CURRENT HIGH MILK PRONDUCTLUN AND HEAVY DAIRY 
PRUDUCT SURPLUSES, THE ORGANIZATION FURTHER RECUGNIZES THE BURDEN 
THAT SUCH SURPLUSES PLACE ON THE DAIRY. PRICE SUPPORT PROGRAM 
ESTABLISHED BY CONGRESS IN 1949 TO ASSURE CUNSUMERS AN ADEQUATE 
SUPPLY UF DAIRY PRODUCTS AT REASONABLE PRICES bY PROVIDING DALRY 
SENS NECESSARY PRICE ASSURANCE, 


A ROP ANCE 18, 1982 MEETING, THE BUARD OF DJRECTURS OF GLSM VOTED 
UNANIMOUSLY TO TOTALLY ENNORSE TESTIMONY ENIERED AT THIS SYMPOSIUM BY 
NATIUNaL MILK PRODUCERS FEDERATION AND TO WAOLEHEARTEDLY SUPPURT The 
TWO PRUPOS4LS CONTAINED IN THE NMPF TESTIMONY, GLSM VIEWS THE NMPF 
PROPUSALS # SPECIFICALLY A PRODUCER|=FINANCEU NATIONAL DAIRY PRODUCT 
PROMUT[ON PROGRAM ~AND A PRODUCER*AND@=GUVERNMENT@FINANCED DALRY 
STABLLIZATION*WORLD PRICE PRUGKAM = AS REASUNABLE AND WORKABLE WAYS 
TU KeESULVE PROBLEMS CONNECTEU WITH THE CURRENT DAIRY PRODUCT SURPLUS 
AND 1U PRESERVE THE INTEGRITY UF THE NATION'S VITAL DAIRY INDUSTRY, 


GLSM WILL COMMIT [TS FULL RANGE OF RESOURCES TU IMPLEMENTATION OF THE 
NMPF PROPOSALS, 


ON BEHALF OF GLSM, I STRONGLY URGE THE U,S. DEPARTMENT OF AGRICULTURE 
TO ACCORD STRONG FaVGRABLE CONSIDERATION TO THOSE NATIONAL MILK 
PRODUCERS FEDERATION PROPOSALS AS METHUDS OF MAINTAINING THE INTENT 
UF CUNGRESS WHEN IT ESTABLISHED THE DAIRY PRICE SUPPORT PROGRAM, 


ELWOOD KIRKPATRICK, PRESIDENT GREAT LAKES*SOUTHERN MILK, INC, 
PO BOX c0a7 
SOUTHFIELD MI 48037 





Arnold Barcellos 


Jid Adams Spee ier pone? Dairymen 
California Dept. of Food & ; ar : 
1220 N. Straat ms 3 Los Banos, CA 93635 


Sacramento, California 


Norman Alger 


Milk Mkt. Inc. Louis P. Barcellos 
3413 Mennonite Rd. Associated DAirymen 
Mantva, Ohio 44255 844 Lodi Avenue 


Lode, California 


Robert? Ames Norman Barker 
Pizza Hut, Inc. N.M.P.F.-AMPI 

9111 E. Douglass Re. 1 

Wichita, Kansas 67201 Pratt, Kansas 

R.F. Anderson Donald M. Bay 

NCI SRS-USDA 

110 N. Franklin Rt. 4 

Chicago, Illinois 60606 Columbia, Missouri 


John Beatty 

Kraft 

1100-17 St., N.W., #308 
Washington, D.C. 20036 


LaVerne Ausman Stephen M. Beaudry 

Wisconsin Dept. of Agri., Trade & Northfield Cheese Co. 
Consumer Protection 227 Union St. 

801 W. Badger Rd. Northvale, New Jersey 07647 


Madison, Wisconsin 53708 


Steve Bahl Robert H. Beeler 

Wisconsin Cheese Makers Asso. U.S. General Accounting Office 
115 W. Main St. 4th and State, Rm. 417 
Madison, Wisconsin 53703 Kansas City, Kansas 

Lonnie Banning Myron Bennett 

Clearfield Cheese Co., Inc. University of Missouri 

1107 So. 7th St. 223 Mumford Hall 


Clinto, Missouri 64735 Comumbia, Missouri 6521] 


Roger Bennett 
University of Missouri Ext. 
2820 S. Hwy 291 


Independence, Missouri 64057 


David Beren 

Milk Industry Foundation 
910 17th St., N.W. 
Washington, D.C. 20006 


Cy Bispham 
Suncoast Milk 

Rt. 1 Box 85A 
Saresota, Florida 


Robert C. Bjorklund 
Wisconsin State Journal 
P.O. Box 8058 

Madison, Wisconsin 53708 


Bill Blakeslee 

Mid America Dairymen, Inc. 
P.O. Box 1837 

Springfield, Missouri 65805 


Joel Blum 

USDA-AMS-OA Division 
Rm. 2758 South Bldg 
Washington, D.C. 20250 


John W. Bode 


Deputy Assistant Secretary of Agriculture 


U.S. Dept. of Agr. 
Washington, D.C. 20250 


Andy De Bos 
California Milk Prod. 
14300 Schlersman 
Corona, California 


Hunk Bosma 

Northwest Dairymens's Asso. 
Rt. 1 Box 1105 

Granger; Washington 98932 


Adrian Bour 

Calif. Milk Producers 
13924 San Antonio 
Chino, Calfi. 


Peter S. Bradley 
Bozell & Jacobs, Inc. 
10250 Regency Circle 
Omaha, NE 68114 


Steve Brandt 
Minneapolis Tribune 
425 Portland Ave. 
Minneapolis, MN 55480 


Roy Brog 

Dairy Moniroting of America 
1600 N. Mcuin St. 

Logan, Utah 84321 


Erwin Bruder 

Bruder Dairy Products 
1641 Eddy Rd. 

E. Cleveland, OH 44112 


Louis Calcagno 
Calif. Milk Ad. Bd. 
PO 62 Moss Landing 


G. Donald Calhoun Harold Cope 


Delaval Kroger Co. Dairy Foods Div. 
11100 N. Congress Ave. 1014 Vine St. 

Kansas City, MO 64153 Cincinnati, Ohio 45201 
Rodney Carlson George K. Cornell 
Land-0O-Lakes Schreiber Foods Inc. 

P.O. Box 116 P.O. Box 610 

Minneapolis, MN 55440 Green Bay, Wisconsin 54301 
Ken Chettle Richard Cotta 

Hautly Cheese Co. Consolidated Milk Producers of CA 
500 E. Third St. 226 McHenry Ave. 

Kansas City, MO 64106 Modesto, CA 

Don Chew 

Beatrice Foods Co. Guy M. Crews 

Two North LaSalle National All Jersey Inc. 
Chicago, IL 60603 2105 S. Hamilton Rd. 


Columbus, Ohio 43227 


Ed Chibica 

Foss America, Inc. Robert Cropp 

P.O. Box 504 Univ. of Wisconsin Extension 
Fishkill, NY 12524 UW-Platteville 


Dept. of Agr. Industries 
Platteville, Wisconsin 53818 


Warren S. Clark, Jr. 


American Dry Milk Inst. F.B. Daniel 

& Whey Products Inst. National Farmers Union 
130 N. Franklin St. 1717 Umis Ave. 
Chicago; IL 60606 St. Paul, MN 55104 


Ken Clayton Jim Davis 

ERS/USDA Country Day Network 

Rm. 120 3415 University, Av. 

GHI Building St. Paul, MN 55114 
Mark Davis 


Dona Sue Cool 
Congressman Tom Cokeman's Le Sueur Cheese Co. 
District Office 719 N. Main-Box a 
2701 Rockcreek Pkwy LeSueua, MN 5605 
Kansas City, MO 64116 


Elmer C. Denis 

Butter Co. 

P.O. Box 917 

Kansas City, MO 64141 


Russell Dethlefsen 
The Southland Corp. 
2828 N. Haskell 
P.O. Box 

Dallas, TX 


David Dickson 
Carnation Co. 

5045 Wilshire Blvd. 
Los Angeles, CA 90036 


Jerry Dyer 

Nat'l Dairy News 
P.O. Box 951 
Madison, WI 53701 


Leo F. Egel 

Inland Storage Center 
6500 Inland Drive 
Kansas City, MO 66110 


Irvin J. Elkin 


Associated Milk Producers, Inc. 


P.O. Box 32287 
San Antonio, TX 78284 


Lynn Elrod 

AMPI 

814 Serenade 

San Antonio, TX 78216 


Jim Eskin 


Associated Milk Producers, Inc. 


Box 32287 78216 
San Antonio, TX 


Dick Fallert 
USDA/ERS 
Rm. 360 
GHI Building 


Bob Feenstra 

Milk Producers Council 
13545 Euclid 

Ontario, CA 91761 


John Feiner 

S. Dakota Dairy Asso. 
Box 67 

Ethan, S. Dakota 57334 


H.L. Forest 

USDA/ AMS 

Dairy Division 

Rm. 2968 South Bldg. 


Robert M. Frederick 
National Granger 

1616 H. St. 

Washington, D.C. 20006 


T. Begley Gardnor 
Shawnee Mission Industry 
4500 W. go Terr 

Shawnee Mission, KS 


Keith Geilman 
Chr. Hanses Lab., Inc. 


9015 W. Maple Street 
Milwaukee, WI 53214 


Bryant M. Gilbert 
Safeway Stores Inc. 
Milk Dept. 

P.O. Box 461 

Kansas City, MO 64141 








Robert Gilbert 
A.L. Gilbert Co. 
566 N. Second Ave. 
Oakdale, CA 95361 


Chip Goodman 

AFP 

1148 4th Street 

Santa Monica, CA 90403 


Jay Goold 

League of CA Milk Producers 
1225 8E St. 

Sacramento, CA 95814 


Jerry Craf 

Pizza Hut Inc. 
9111 E. Douglas 
Wichita, KS 67207 


Truman Graf 

Dept. Ag Econ. 

316 Ag Hall 

Madison, Wisconsin 53706 


Robert E. Gray 
DeLaural Ag Div. 

11100 N. Congress Ave. 
Kansas City, MO 64153 


Grant Grayson 
MA-Overland Park 

P.O. Box 4606 

7819 Conser Place 
Overland Park, Kansas 


Jack Greenwell 
Mid-America Dairymen 
Box 6945 

Kansas City, MO 


Dick Groves 

The Cheese Reporter 
6401 Odana Rd. 
Madison, WI 53719 


Don Haldeman 
Wiscansin Farm Bureau 
P.O. BOX 5550 
Madison, WI 53705 


Paul E. Hand 

Inter-State Milk Prod. Coop. 
1225 Industrial Hwg 

South Hampton, PA 18966 


John K. Hanes 
USDA 

Rm. 102-A 
Adm. Bldg. 


Pete Hardin 

The Milkweed 

Box 713 

Madison, WI 53701 


Ira W. Harlow 

VA State Milk Com. 
5808 Old Richmond Ave. 
Richmond, VA 23226 


Hollis Hatfield 
Am. Farm Bureau 
1928 Martingale 
Wheaton, IL 60187 


Harry B. Hautly 
Hautly Cheese Co. 
5130 Northrup Ave. 
St. Louis, MO 63110 


Pat Healy 

Nat'l Milk Prod. Fed. 
30 F St., N.W.. 
Washington, D.C. 20001 


Elmo Heft 
Independent Coop. Milk Producers 
Conklin, MI 49403 


Gene Hemphill 
GPA 

Rm. 201 

Adm. Bldg. 


George Hildre 

Land O'Lakes, Inc. 
1020 River Parkway 
Champun, MN 55316 


Joe Hill 
Western Gen Dairies 
Daysville, Utah 


George Hoffman 
USDA/ERS 

Rm. 448 

GHI Building 


Elvin Hollow 
AMPT 

6609 Blanco, Rd 
S.A., TX 78216 


Gary Horst 

Shawnee Mission Industries Inc. 
4500 W. 90th Terr. 

Shawnee Mission, KS 66207 


Carl J. Huber 

Atlantic Processing Inc. 
1000 N. 7th St. 
Allentown, PA 18001 


Stewart G. Huber 
Farmers Union 

3225 E. Washington Ave. 
Madison, WI 53704 


Winston Ingalls 
DeLaval 

11100 N. Congress 
Kansas City, MO 


Don Jacks 

Assistant Secretary 
Kansas State Board of Ag 
109 SW 9th Ave. 

Topeka, KS 


Alan T. Johnson 

Port of Daluth 

1200 Port Terminal Drive 
Daluth, MN 55806 


James Johnson 
USDA/ERS 

Rm. 120 

GHI Building 


Indulis Kancitis 
US DA/ASCS 
Rm. 5751 


David Kirshen 
Southshore Dev. Co. 
1475 Miami 

Bentou Barbor, MI 


Bill Knox 

Hoard's Dairyman 

28 Milwaukee Ave. W. 
Fort Atkinson, WI 53538 


Gary L. Korsmeier 
CA Milk Producers 
11709 W. Artesia 

Artesia, CA 90701 


James T. Knight 
International Silo Asso. 
1501 42nd St., Suite 375 
West Des Moines, Iowa 50265 


John Knvesen 

Blane Dairy Prod. Co. 
Box 369 

Watonga, OK 


William Knudsen 
CMP Co. 

P.O. Box 321 
Creston, IA 


Al Krumbach 

Consolidated Badger Coop. 
116 N. Main St. 

Shawano, WI 


Arthur R. Kurtz 

Staff U.S. Sen. Bob Kasten 
4218 Mohaw K Dr. 

Madison, WI 53711 


David LaGrone 

League of Calif Milk Producers 
Rt. 4 Box 4344 

Orlaud, CA 


Mrs. Virgil Landon 
Dairy Farmer 

Rees 

Lancaster, WI 53813 


Richard Langworth 
Ag Mark, Inc. 

200 Sutton St. 
No. Andover, MA 


Jim LePrino 
LePrino Food's 
Box 8400 

Denver, CO 80211 


William C. Lesher 

Assistant Secretary 
of Agriculture 

Rm. 227-E 

Adm. Bldg. 


Oscar G. Lindemann 
Northern Wisconsin 
Produce Co. 

1306 Clark St. 

P.O. Box 126 
Manitowoc, WI 54220 


Don Lomen 

A.O. Smith Harvestove 
550 W. Algongvin Road 
Arlington Height, IL 


John E. Ludy 
Twintown Cheese Factory Inc. 
Almenh, WI 54805 


Richard Lyng 
Deputy Secretary 
of Agriculture 
Rm. 200-A 
Adm. Bldg. 


G. Joe Lyon 
National all Jersey 
Toledo, Iowa 


Alden Manchester 
USDA/ERS 

Rm. 246 

GHI Building 


Judson Mason 

National Milk Producers Federation 
30 F St. N.W. 

Washington, D.C. 20001 


Marshall Matz 

1627 K St. N.W. 

Suite 900 

Washington, D.C. 20006 


Glynn McBride 
Mich. State Unvi. 
East Lansing, MI 48823 


Ted H. McCarty 
National Farmers 

720 Davis Ave. 
Corning, Iowa 50841 


R.M. Bob McCune 
Publisher-The Dairyman 
P.O. Box 1295 

Corona, CA 


Marlyn McGrath 

Western CO Milk Producers 
745-1800 Rd. 

Delta, CO 


Mark McMinimy 
Schnittker Asso. 

1339 Wisconsin Ave. N.W. 
Washington, D.C. 


Edward A. McNamara, President 
Northeast Dairy Cooperative Federation 
428 S. Warren St. 

Syracuse, NY 


John R. Mengel 
National Milk Producers Federation 
30 F St. N.W. 


Washington, D.C. 20001 


James J. Miller 
USDA 

Rm. 494 

GHI Building 


H.F. Mohr 

Kraft Inc. 

1727 Morrow St P.O. Box 
Green Bay, WI 54302 


Charles E. Morris 

Food Engineering Magazine 
100 S. Walker Drive 
Chicago, IL 60606 


William Motes 

Economic Perspectives, Inc. 
6723 Whittier 

Suite 101 

McLean, VA 


James Mulhern 

Farmers Union Milk Marketing Coop. 
3225 E. Washington Ave. 

Madision, WI 








Theron Mund 


Hygeia Dairy Co. 
5806 Crest Pebble 


Corpus Christi, TX 


Daniel G. Murphy 
Inland Center 

7924 Haskins 

Kansas City, Kansas 


Karl Murphy 

Meadow Fresh Dept. Asso. 
The Ranch Riverdale Rd. 
Yakama, WA 98901 


Ralph Myers 

United Missouri Bank So. 
9201 Ward Parkway 
Kansas City, MO 64114 


Jim Neu 
Neu Cheese Co. 
Hartington, NE 68739 


Ed Nierman 

Mid Am 

RsR. 3 

Concordia, MO 64020 


James Nix 
USDA-WAOB 
Rm. 5129 
S. Bldg. 


Jim Norman 

Business Weer 

339 Peavey Bldg. 
Minneapolis, MN 55402 


Andrew Novakovic 
Cornell University 
Ithaca, NY 14853 


D.D. Nusbaum 
Schreiber Foods, Inc. 
P.O. Box 610 
Green Bay, WI 54305 


Phil Nyberg 

League of CA Milk Producers 
105 N. Manin 

Fortura, CA 


Joseph J. Oberweis 
Oberweis Dairy Inc. 
945 N. Lake St. 
Auorra, IL 60506 


Kevin O'Conner 

New Cheese Co. 

P.O. Box 577 
Hartington, NE 68739 


Don Olson 
Hi-Grade MPA 
P.O. Box 276 
Chino, CA 91710 


George W. Opperman 
Brown Swiss Asso. 
800 Pleasant 

P.O. Box 1038 
Belvit, WI 53511 


Loren H. Osman 
Milwakee Journal 
Box 661 
Milwakee, WI 


Thomas Otto 
Clearfield Cheese Co. 
116 E. Oak 

Clinton, MO 64735 


Don Papenberg 
United Dairymen 
1365 No. Otchard 
Boise, Idaho 83706 


John Parsons 

Dairy Science Dept. 
South Dakota State Univ. 
709 Main Ave. 

Brookings, SD 57006 


Pat Patterson 

Green Mt. Federation 
RFD 2 St. 

Johnsbury, VT 


John Payne 

Danish Creamery Asso. 
755 F 

Fresno, CA 


Marvin K. Peacock 
Anderson Erickson Dairy 
Albeis Trailer Ct. 
Clear Lake, Iowa 50428 


Marvin Pell 


Indendent Milk Producers Co-op 


3654 Fitzgerald Ave. 
Tremont, MI 


J.B. Penn 


Economic Perspectives, Inc. 
6723 Whittier Ave. Suite 101 


Mclean, VA 22101 


Henry Polinder 

United Dairy Asso. Washington 
694 Polinder Rd. 

Lynden, Washington 98264 


William A. Powell 
S.B.A. 

911 Walnut 

Kansas City, MO 


James D. Purl 
Hygeia Dairy Co. 
719 Lantana 

Corpus Christi, TX 


Gerald Quackenbush 

United Dairy Industry Asso. 
6300 N. River Rd. 

Rosemont, IL 60018 


Don Randall 

National Indep. Dairy-Foods Asso. 
1625 K St. 

Washington, D.C. 


Amzi Rankin 
Cedarcrest Farms 

Rt. 1 Box 115 
Faunsdale, AL 36738 


Erik Rasmussen 

NY-NJ Market Administrators Office 
205 E 42nd St. 

New York City, NY 


Lee Richards 

Hygeia Dairy Co. 

Box 751 

Harlingen, TX 78551 


Gordon Riehl 

Milk Marketing Inc. 
P.O. Box 36050 
Cleveland, OH 44136 


W. Rottmueller 
Dear Foods Co. 
3600 N. River 
Franklin Park, IL 


Joe Roybal 

Dairy Herd Mangement 
26 W. 10th St. 

St. Paul, MN 


Bruce Rowly 

Kansas State Bd of Ag 
109 East 9th St. 
Topeka, Kansas 


Robert H. Runler 
Holstein Asso. 

1S. Main 

Brattleboro, VT 05301 


Ira E. Rutherford 

AMPI 

P.O. Box 32287 

San Antonio, TX 78284 


Mrs. Joe Schurman 
Dairy Farmers 
909 Ridge Ave. 
Lancaster, WI 


Marvin Schlitzer 
Swiss Valley Farms 
R. 4 Duburquie 
Davenport, Iowa 


W.W. Schwontes 
Lynn Dairy Inc. 
Granton, WI 


Bud Schwart 

Texas Ag Ext. Service 
Ag Econ Dept. 

Texas A&M Univ. 
College St., TX 77843 


Kenton Schwarz 
Dairy Farmer (Mid Am.) 
Gower, MO 64454 


Albert E. Scott 
National Farmers 
720 Davis Ave. 
Corning, Iowa 


John Scott 

Foss America, Inc. 

304 Linden Terrace SE 
Cedar, Rapids, I0 52403 


Ray Sepoka 
175 62 Rd. 128 
Tulane, CA 93274 


Charles Shaw 
USDA/ASCS 

Rm. 3741 

South Building 


Daniel Shaughnessy 
Western Great Lakes 
Maritime Asso. 

2020 N 14th Street 
Suite 604 

Arlington, VA 22201 


R.C. Shoemhker 
Borg-Warner Leasing 
8500 W. 110 

Suite 315 

Overland Parks, 66210 


John W. Siebert 

University of CA 
Dept. of Ag Econ. 
Davis, CA 95616 


Parnell J. Skulborstad 
Babson Bros. Co. 

27 Briarwood So. 

Oak Brook, IL 


Henry A. Soldwedel 

Dairy Industry Consultant 
4198 Stone Rd. 

Oregon, WI 


Frank Spencer 

Farmland Industries 
411 NE 43rd St. 

Kansas City, MO 64116 


Phil Spinel3t 
USDA/FAP 

Rn. 120 

GHI Building 


Merritt Sprague 
USDA/ASCS 
Rm. 229-W 
Adm. Bldg. 


John Steinhauer 
Madison Dairy 

1018 E. Washington Ave. 
Madison, WI 53704 


Harold C. Steinke 
Borden Inc. 

180 E. Broao St 
Columbus, OH 43215 


Barry J. Steevens 
Univ. MO-Columbia 
Dairy Ext. 

125 Eckles 
Columbia, MO 65211 


Ronald K. Sterk 


Commodity News Services Inc. 


P.O. Box 6053 
Leawood, Kansas 


Robert P. Story 


Dairy Coop Cord Com. of Northwest 


215 Highsate Rd 
Ithaca, NY 14850 


Ivan Strickler 
Mid-America Dairymen Inc. 
P.O. Box 1837 
Springfield, MO 65805 


Charles Strobel 
Sargento Cheese Co. 
Plymouth, WI 53073 


W.H. Tate 

Tate Cheese Co. 

1 Cheddar Lane 

Valley City, IL 62340 


Mildred Thymian 
AMS-Administrator 
Rm. 3071 

South Building 





Neil Tietz 

The Farmer Magazine 
1999 Shepard Rd 

St. Paul, MN 55116 


Jim Tillison 

WI Cheese Makers Asso. 
115 W. Main St. 
Madison, WI 53703 


W. Linwood Tipton 

Milk Industry Foundation 
Suite 1105 

910 Seventeenth St., N.W. 
Washington, D.C. 20006 


Ralph J. Toli 

Meyer Dairy Inc. 

5905 Valley View Inc. 
Leovemouth, Kansas 66046 


Bernard A. Trugman 
Trugman-Nash Inc. 

90 West St. 

New York, New York 10006 


Ron Turner 

American Breeders 
2112 Cherry Valley Rd. 
Newark, OH 43055 


Kuth R. Tuttle 
Fairmong Foods Co. 
2603 Whit Oak Dreal 
Rogers, AR 72756 


Donald Velmen 
Farmers Union 
R. 1 Eden WI 
Madison, WI 


C. VanDenEyk 
MFC 

17650 Hellmans 
Corona, CA 


Adam VanExel 

CCC CA 

19919 VanExel Rd. 
Lodi, CA 


J. VanderMeulen 
Mt. Vernon, WA 


Pete Vander Poel 

Milk Producers Council 
8711 Pine 

Chino, CA 


Ray Veldhuis 
Associcted 6335 
W. Oakdale 
Winton, CA 


Chayton Vining 

Swift & Co. 

1919 Swift Dr. 

Oak Broch, IL 60521 


Bryant Wadsworth 
USDA/FAS 

Rm. 6623 

South Bldg. 


Jake Wagner 

Wagner Cheese Co. 
105 East 3rd Ave. 
Weyauwega, WI 54983 


J.G. Walker 
Mid AM 
Star Rt. 


Sulphur Springs, Tx 75482 


Clint Warby 

Utah Dairy Commission 
1213 E. 2100 S. 

Salt Lake City, UT 


Paul Weiss 

Schreiber Foods Inc. 
P.O. Box 610 

425 Pine St. 

Green Bay, WI 54301 


Joseph Westwater 
Dairymen, Inc. 

10140 Linn Station Road 
Louisvalle, KY 40223 


H.L. Wildasin 

H.D. Hood, Inc. 

500 RutherFord Ave. 
Boston, MA 02129 


J.C. Williamson, Jr. 
USDA/ AMS 

Rm. 2048 

South Building 


Terry Wooten 

Wichita Eagle-Beacon 
5421 Baltimore 

Kansas City, MO 64112 


Al Wopat 
NFO Dairyman 
Lodi, WI 


Robert D. Wright 
USDA/MA Office 
7819 Conser Place 
O.P., KS 


John Wuethrich 
John Wuethrich Co. 
Greenwood, WI 54437 


John C. York 

York and Asso. 

40 Beth Ellen Dr. 
Leevisburg, PA 17837 


Daniel L. Zander 
Zander's Cry Inc. 

1214 Main St. 

Cross Plains, WI 53528 


John L. Zehrew 
Clearfield Cheese Co. 
P.O. Box 2002 

Green Bay, WI 54306 


Carl E. Zurborg 

Swiss Valley Farms Co. 
Box 4493 

Davenport, IA 52808 


John Frank 
Alma Cheese 
Alma, KS 66401 


Max Gonzenbach 
Valley Queen Cheese 
Milk, SD 57252 


Jim Gruebele 
Dairyments Cooperative Cry 


Tulare, CA 93274 


Bob Hampton 

Natinal Council Farmer Coops 
1800 Massachusets Ave. 
Washington, D.C. 20036 


yrU.S. GOVERNMENT PRINTING OFFICE: 1982-360-932:ERS-1080 
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